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| ’s Dia 
A Banker’s Diary 

THANKS to Marshall aid, Britain's economic situation looks much less precarious 
than it did twelve months ago. Without this aid, sheer shortages of vitally 
needed sup plies from dollar sources would certainly have pro- 

Chancellor duced serious industrial stoppages and unemployment. Given 
on Progress these supplies, Britain has been able to pursue her own plans for 
in 1948 rehabilitation ; and although few of the targets have been hit, 
there has been some heartening progress. Sir Stafford Cripps 

was well entitled to claim, therefore, as he did in a recent survey, that 1948 
was a year of notable achievement. Its most striking manifestation is in the 
figures of the balance of payments. Total exports almost reached their yeat 
end target, with the December tigure equivalent to roughly 148 per cent. of 
the 1938 level by volume ; the target rate was 150 per cent. The average 
volume in the second half of the year was 42 per cent. above 1938, compared 
with 30 per cent. in the first half and 9 per cent. in 1947. Despite the continuing 
rise in import prices, the visible deiicit (with imports valued c.i.f.) was £432 
millions for the vear; in contrast with {596 millions in 1947. Estimates 
of invisible items are not yet available, but the Chancellor claime ed that “‘ we 
are making progress to what is called an overall balance ’’. He also surveyed 
the trend of production in the main industries, remarking that coal and cotton 
missed their targets “‘ but only narrowly ". Steel, he said, “ provided one of 
the brightest features of the year ’’—-a most interesting commentary on a year 
which also produced the Steel Bill. Incidentally, Sir Stafford remarked that 

dividend limitation is to continue. 

It is well that the Chancellor should give credit where it is due, and right 
that achievement should be recognized—provided that this recognition does 
not become a basis for complacency. Sir Stafford admitted that the perfor- 
mance of exports to dollar markets has been “ much less satisfactory ” than 
that of total exports ; and emphasized that in all spheres there is need for 
“ great effort ’. But he also affirmed that ‘“ we are on the night path, the path 
that really does lead to the summit "’. If it is the right path (which some may 
doubt), it is certainly a very steep one. And those who study the bank chair- 
men’s annual statements, fully discussed in a subsequent article, may wonder 
whether the British people can climb much farther up it unless they are first 
relieved of part of the burdens which hold them back. 


MEANWHILE, Britain seems to be approaching the point at which net expendi- 
ture from the central reserves of gold and dollars is balanced by the flow of 
Marshall aid. It is true that the figures for the fourth quarter 

Dollar of 1948 revealed an increase in net expenditure, before E.R.P. 
Drain refunds, to £93 millions, compared with £76 millions in the 
Arrested? third quarter. That quarter, however, benefited from large 
receipts of colonial earnings of dollars, while the fourth quarter 

had to bear not only heavy drawings by India which will give relief during the 
current quarter, but also a gold payment of £6} millions to the International 
Monetary Fund, as a result of final agreement upon the complicated formula 
by which the gold portion of member’s subscriptions is calculated. E.R.P. 
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reimbursements are, of course, always in arrear, but the lag in the fourth 
quarter was less than in the previous six months, with the result that (as the 
accompanying table shows) the quarter’s receipts, at £107 millions, actually 
exceeded the net expenditure. Hence, after crediting £6 millions of dollars 
purchased by India from the I.M.F., the gold reserves rose by £20 millions, to 
£457 millions. This is £95 millions less than their level at March 31 last, when 
E.R.P. started ; but the E.R.P. refunds due at December 31 for expenditure 
already incurred were estimated at {90 millions. In other words, during the 
nine months there has been virtually no further effective drain on the central 


BRITAIN’S GOLD AND DOLLAR RESERVES 


Net ; Financed by 
Defici : donctes ; ia 
Years and U.S. and Purchases 8. African Change 
Quarters Canadian from Gold E.R.P in 
Credits [.M.] Loan Reserves 
1946 220 279 - §2 
1947 ? 1024 Sr2 00 - 152 
1948 : 
! (4) o%5 22 d( + 40 
i 107 2 | 7 79 
III 76 _ _ — 40 36 
AN 93 = 6 107 + 20 
Total, 1948 423 87 32 50 169 55 


reserves, which, including the E.R.P. arrears, are equivalent to £547 millions. 
[It is by no means certain, however, that further measures may not have to 
be taken to ensure that the effective figure is maintained “ well above {£500 
millions ’’, as the Chancellor has declared it must be. During 1948, Britain’s 
expenditure in Argentina was financed by selling the railways; and there 
can be no comparable relief this year. Nor can it yet be taken for granted 
that the {80 millions gold loan from South Africa, which falls due within the 
E.R.P. period, will be mainly discharged by the special advance repayments 
in sterling for which the agreement provided—though it looks increasingly 
probable that South Africa will need to ask for the first of such repayments 
during the current year. 


THE French budget for 1949 has been finally passed by the National Assembly, 
which overrode the earlier rejection by the Council of the Republic. The clocks 
in the French Houses of Parliament which, according to 
Psychological custom, had been stopped at midnight on December 31 to 
Deflation make sure that the budget was passed “before” the new 
in France financial year, are again running to time. The new budget, 
however, appears to offer little real prospect of a genuine 

balancing of Government revenue and expenditure. The ordinary budget is 
ostensibly covered. The whole of the capital budget, however, which is due 
to be covered by Government borrowing, can be regarded as part of the French 
inflationary gap. The capital market in France is, for the time being, out of 
action. There are no perceptible savings by the general public other than 
those which make their way into foreign exchange, gold and other inflation- 
proof assets. The bulk, if not the whole, of the Government’s capital needs 
for the coming year will thus have to be provided by direct borrowing from 
the banking system which, now that it is nationalized, provides more than 
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ever an amenable medium for this purpose. Inflation, in other words, is still 
in full spate. The note circulation of the Bank of France is now approaching 
another significant landmark, that of a million million francs. New wage 
demands have been tabled following the rise in the official retail price index 
for Paris from 1,870 in November to 1,928 in December (1938 = 100). 

The French authorities, in the face of these problems, have again succumbed 
to the attraction of the psychological weapon and have ordered a new price 
standstill requiring a wide range of retail prices to be held at their level of 
December 31. The move recalls Monsieur Blum’s “ psychological shock ”’ of 
a 5 per cent. all-round cut in prices which was decreed just two years ago. 
The shock, it will be recalled, was little more than a nine days’ wonder ; though 
all French hotel menus and retail prices continued for a long time to carry the 
impressive announcement that the basic prices had been cut by 5 per cent., 
and later even by Io per cent., this did not prevent the basic prices themselves 
from rising steadily until much more than the 10 per cent. in question had been 
overtaken. Unfortunately, it must be assumed that the same fate will overtake 
the experiment with which the new French Finance Minister, M. Petsche, 
inaugurated his tenure of office. To try to stabilize prices while inflation is still 
rampant is to put the cart before the horse. If the French authorities had 
introduced the measures for fiscal reform which have long lain ready in the 
dossiers of the Ministry of Finance but which are kept there by political 
timidity, a real start might have been made with the problem of monetary 
stabilization in France. Not only France’s own economic salvation, but a 
great deal of the European Recovery Programme, depends on the solution of 
that problem. So long as France stands in Western Europe as a centre of 
economic infection, much of the work which is being laboriously done in 
reviving the industry and trade of Europe will continue to be undermined. 
While inflation continues France will soak up an inordinate share of Marshall 
aid, whether through her direct requirements from the United States or 
through the European payments scheme in which she is the ultimate and 
all-round debtor. 


BRITISH economic diplomatic activity has been particularly marked of late in 
the trade and payments negotiations with countries east of the iron curtain. 
Agreements have actually been signed with Yugoslavia and 
Trade with Poland, talks with Finland have begun, while notes are being 
Eastern exchanged between the Soviet and British governments 
Europe preparing for the discussions that will have to precede the 
renewal of the commercial agreement which expires at the 
end of March. There are certain features common to all the agreements which 
have been negotiated with countries in Eastern Europe. They provide for an 
approximate equilibrium in the trade with the sterling area, and for the 
financing of that trade in sterling ; and, wherever possible, provisions have 
been inserted for the compensation of the British owners of assets which have 
been nationalized or otherwise sequestrated in those countries. 

The agreement with Yugoslavia followed interminable discussions, but a 
stimulus to,conclude them was undoubtedly given by the break, in the latter 
part of 1948, between Yugoslavia and the Cominform. Yugoslav authorities 
soon realized that this break involved severe economic sanctions operated not 
only by the U.S.S.R. but by all the satellite countries, and that therefore the 
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fulfilment of the five-year industrialization plan depended on reaching agree- 
ments with the countries of Western Europe, and particularly with the United 
Kingdom. The agreement signed towards the end of the year specifies a wide 
range of commodities that will be exchanged between the two countries. The 
chief exports from Britain are to include textiles, machinery, chemicals and 
crude oil, while in return Yugoslavia will send mainly timber, wood products 
and foodstuffs. Under the compensation agreement, Yugoslavia has under- 
taken to pay the sum of £4} millions for expropriated British property. Of 
this total, a payment of £450,000 is to be made during 1949 and the terms 
and conditions for payment of the balance are to be arranged during later 
negotiations for a longer term trade agreement. These compensation terms 
cannot by any stretch of imagination be called generous; but the fact that 
they should have been offered at all reflects a fundamental change of attitude 
on the part of the Yugoslav authorities. 

The agreement with Poland is more substantial and covers a longer term. 
It is a five-year trade and finance agreement which provides for an exchange 
of goods up to £130 millions each way by the end of 1953. The agreement 
specifies the types of goods that are to exchanged, mainly timber, bacon and 
eggs from Poland, in return for raw materials and manufactured goods, 
including capital equipment, from the United Kingdom and the rest of the 
sterling area. The size of this trade will put Britain at the head of the buyers 
of Polish products, and the ultimate political effect of this priority should not 
be ignored. The compensation plans will involve the payment over five years 
of £5} millions by Poland. This is to be put into a special account to be applied 
in discharge of pre-war Polish debts and compensation for nationalized pro- 
perties. The estimated trade between Poland and Britain makes provision 
for a small surplus to Poland, and this will be earmarked for this purpose 


TRADE and payments negotiations which the British Government has recently 
conducted with Belgium and Switzerland have brought into focus the problem 
of the hard currencies of Europe. Despite all attempts made 
Europe’s during the past year to achieve equilibrium in the payments 
Hard between the sterling area and each of these two countries, 
Currencies the United Kingdom has lost gold in appreciable quantities to 
both. The agreement reached with Belgium amends the twelve 
months’ commercial and payments arrangements which were to last until 
June 30 next. It endeavours to achieve a better equilibrium in the balance of 
payments between the two monetary areas. As a result of a cut in British 
exports of mainly non-essential Belgian goods, it makes available a quota of 
{1,100,000 which is set aside for the expenditure of British tourists in Belgium 
during the twelve months beginning May 1 next. The method of utilizing this 
quota remains to be worked out. This will be a Belgian responsibility and it 
is probable that the Swiss example will be followed by which monthly quotas 
will be made available and allotted to tourists in accordance with their proposed 
stay in Belgium. As a result of the accompanying economies in imports, the 
concession to Belgium should not increase the strain on Britain’s gold reserves, 
but it is still too soon to claim that the settlement of sterling area accounts 
with Belgium will not involve further losses of gold. 
The tourist problem has also loomed large in the discussions with Switzer- 
land. But here the British unwillingness to lose gold in respect of tourist 
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expenditure did not disturb the arrangements made a year ago, when the 
British authorities agreed to allow British tourists to Switzerland to spend 
£35 per head. This plan was accompanied by an undertaking from the Swiss 
side that a restriction of tourist expenditure would be operated to keep the 
balance of payments between the two countries in approximate equilibrium 
and by an undertaking by Britain that tourists to no other country would be 
given more than the quota allowed for Switzerland. The fact that payments 
between Britain and Switzerland have not, in fact, kept even and have necessi- 
tated gold losses has been attributed to the deficit with Switzerland which 
certain sterling area countries, notably South Africa, have been running. The 
immediate objective of the negotiations with Switzerland is to re-establish 
genuine bilateral equilibrium in the payments between the two countries. To 
achieve this, British exports to Switzerland will, if possible, be expanded. If 
that cannot be done, imports, including imports of tourist services, from that 
country must be curtailed. It appears improbable that the principle of non- 
discrimination in tourist allowances can be allowed to outlast the present 
arrangements, and these terminate at the end of this month. 


IMPORTANT changes are taking place in the regulations governing securities 
held in London on behalf of French nationals. In the first place, the French 
Government has announced that it will no longer requisition 


French- sterling securities, and quotation of the stocks concerned is 
owned being restored on the Bourse. Secondly, the British authorities 


Securities are about to revise, so far as French holdings are concerned, 
in London the attitude recently adopted towards all securities held for 
account of non-residents. 

Last September the Board of Trade addressed a notice to British banks 
advising them that it was its intention to exercise its powers under Regulation 8 
f the Defence (Trading with the Enemy) Regulations to require a declaration 
as to the ownership and history of securities or their proceeds held for principals 
resident outside the British Empire. The purpose of the exercise of these powers 
was then stated to be to bring certain of the securities and moneys under the 
control of the Custodians of Enemy Property unless the information required 
was forthcoming. After the expiry of a period to be specified, a second formal 
notice issued under the same powers was to ensue, with an implied threat 
that, if the information was still not forthcoming, the securities might be 
deemed to be enemy property and therefore liable to be vested in the Custo- 
dians. The securities at which these notices were primarily aimed were those 
held, indirectly on French account, by British banks acting on behalf of overseas 
banks—especially banks in Switzerland, Sweden, Spain, Portugal and Tangiers. 
During the war the French beneficial owners, so long as they remained resident 
in France, were deemed by British law to be enemies. Accordingly, the foreign 
banks for whom the securities were legally held were unable to furnish the 
declarations required by the U.K. Trading with the Enemy regulations, so 
that no action could be taken by the British depositaries to collect maturing 
income and capital items. After the war, when it became obligatory upon 
such persons to declare their sterling assets to the French Office des Changes, 
many refused to do so for fear of rendering themselves liable to heavy penalties 
for non-disclosure of income in a previous period. Yet the British authorities 
would permit the release of these securities only with the approval of the 
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French Office des Changes. This stalemate is apparently now to be ended by 
an agreement, reported to be imminent, between Britain and France which 
provides that the securities held in London may, without the beneficial interest 
being disclosed, be transferred without any questions asked to the account of 
a French bank. The beneficial owners will still have to pay to the French 
authorities the tax prescribed for undisclosed foreign assets, but they will in 
return recover the free disposal of their securities. 


THE differences which came to light recently between the Stock Exchange and 
the banks have been dispersed, if not settled, by the decision of the Stock 
Exchange Council to rescind the rules which would have 

Banks and excluded the banks’ trustee departments, among other agents 
the Stock (but not the banks as such), from any share in the Stock 
Exchange Exchange commission on orders transmitted through them. 
Although the new rules had been duly confirmed earlier in th 

year, a dissentient movement had been growing within the House and this was 
probably strengthened by last November’s announcement by the banks that 
if the rules took effect, they would have to recoup the resultant loss of revenue 
by raising their charges for banking services to members of the Stock Exchange 
The strength of the dissentient movement was not, however, put to the test, 
because at the last moment the Governor of the Bank of England intervened 
to bring the leaders of the banks and the House together again, in the hope of 
a compromise solution. As a result, the banks agreed to examine a proposal 
that commission should continue to be shared “‘ in those cases where the banks 
were unable to make a charge to the trusts for the work involved’. There is 
some reason to belicve that the suggestion of this formula was based on som 
misunderstanding of the facts ; but, in any case, the banks “ after the fullest 
examination "' decided that it would “in practice be unworkable ’’. In thes: 
circumstances, given the marked difference of opinion among members of th 
Stock Exchange, the Council plainly had no alternative but to rescind the rules. 


THIS month’s issue includes the eighth and final article in the authoritative 
series on Monetary Systems of the Colonies, which has broken much new 
: ground. The concluding article surveys the whole field and 

‘ The then considers, among other problems, the future relationship 


Banker ”’ ' 

and its of the colonial currencies to sterling. In response to many 

Features ‘"equests, it is hoped to publish the complete series shortly in 
« “ . 


booklet form. 

Editorial articles this month discuss the attitude of the bank chairmen to 
disinflation and to the problem of Government expenditure ; examine the 
future of sterling as an international currency for Europe ; and analyse in 
detail the bank accounts for 1948. A well-informed contributed article traces 
the industrial revival in Western Germany, and gives many facts bearing 
upon the problem of German competition w hich, as Mr. Harold Wilson admitted 
last month, is becoming “ one of the big issues ”’ affecting British industry. 

Special features now in preparation include a full discussion of the future 
of the Stock Exchange, in which expert contributors will take a wide view of 
its problems and examine them from different points of view. Later in the 
year it is hoped to launch the first of a new series of studies of the problems 
and prospects of leading British industries. 
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Bankers and Dtisinflation 


N the past few months it has become more than ever clear that Sir Stafford 

Cripps’s prescription of last April, the prescription of disinflation, is the 

indispensable means of tackling Britain’s economic maladies. If a sufficiently 
drastic and sustained course could be administered, it might provide a complete 
cure. Admittedly, it may not be infallible, and it is ce rtainly unpleasant. But 
these objections are beside the point, because it remains the only promising 
treatment to which a democratic patient can be expected to submit. The 
search for remedies may be yielding other prescriptions of real value, but 
these are supplementary measures which cannot succeed unless the main 
course is firmly applied. Unfortunately, the moderate dose of disinflation 
prescribed at the outset has been steadily weakened, and so has done little 
more than check the patient’s fever. His temperature remains obstinately 
above normal, and even shows ominous signs of rising again. These disappoint- 
ing results, it is now widely recognized, are a reflection not upon the treatment 
as such but upon the sick-room attendants—who have been guilty of much 
clumsy fumbling and of dangerously misplaced softheartedness. What the 
patient needs now is both a stronger dose of disinflation and a tonic—in the 
shape of some relief from the burden of taxation which he bears even in his 
sickness. Both these things are imperative if real progress is to be made. Yet 
neither is possible unless the Government can reduce the scale of its expenditure 
sufficiently to finance tax concessions while still achieving the large budget 
surplus which is the source of the disinflation: iry medicine. 

These are arguments which have often been developed in these pages in 
the past year; and it is good to see them being publicized widely by the 
chairmen of the leading banks in their annual statements. Last year the 
bankers joined in the growing clamour for disinflation. Now they pay tribute 
to Sir Stafford Cripps for good intentions and some achievement, but join 
with other authorities in calling for a bigger dose. Disinflation, they. say, is 
indispensable ; but a prerequisite is a determined effort to cut down Govern- 
ment spending—however difficult the political issues which retrenchment may 
involve. The banks are very far from being alone in this plea ; but it is to their 
credit that they are among the first to make it in such a way as to command 
a wide audience. Much more will be heard of this issue in the coming months. 
[he problem of excessive Government expenditure is rapidly emerging as 
Britain’s problem Number One. 

There will be some who say that these are phrases which fall too readily 
from the lips of bankers ; that disinflation is only deflation writ small ; that 
deflation and retrenchment, words of evil memory, are the quintessence of the 
traditional ‘ City ”’ view ; that there have been times when the City view 
was also the Government’s view—and when both were wrong. But times have 
greatly changed. If in “‘ another 1931’ the bankers and another Socialist 
Chancellor were to clamour again for an orthodox deflation, neither would 
deserve a hearing. But 1949 is not another 1931. It is a year of excessive 
demand and insufficient savings, not one of collapsed demand and excessive 
savings. Times have changed in other vital ways, too, and these changes have 
left their mark upon the banks. Before 1931 the bankers’ speeches were among 
the principal public pronouncements upon economic policy; but after the 
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eclipse of monetary policy, as formerly understood, and the growth of planning 
and physical control, the bankers grew more reticent. And the political trends 
of recent years have provided cogent reasons for even greater reticence. Bank 
chairmen of the older school do not lightly venture in public upon issues of 
acute political controversy. If they venture now, it is from deep conviction and 
an honest sense of public duty. Nothing less would induce them to advocate 
policies which ignorant people may mistake for a mere repetition of the advice 
siven in the different world of the e arly thirties. If the public is discerning, 
it will give greater weight to these views precisely because they come from 
bankers. 

rhis time, unfortunately, the year’s symposium will not be complete until 
early this month, for the Midland Rank is not releasing its chairman’s state- 
ment until the eve of the meeting. It is impossible to know, therefore, how far 
Lord Linlithgow, who has differed on some issues in the past, may now share 
the views of his colleagues ; but they show this year an even closer agreement 
than usual, despite the different routes by which the main issues are approached. 
The most comprehensive and fully reasoned analysis of the case for disinflation 
come ape Lord Balfour of Burleigh, of L loy ds; but the essence of the 
argument will be found also in other statements, notably those of Mr. Rupert 
Beckett ye the Westminster, Sir Thomas Barlow of the District, and Mr. 
Harold Bibby of Martins. 

Like each of his colleagues, Lord Balfour acknowledges the significant 
progress which has been made in the past year. But, because of the difficulty 
of increasing British exports to the U nited States, and because the curve of 
industrial production is flattening out, “ it cannot be said that the solution of 
our long-term external problem is in sight ’’. The slackening of demand in 
certain directions may reflect the influence of disinflation ; but such disinfla- 
tion as has been applied so far has signally failed to achieve the requisite re- 
distribution of man-power. Moreover, the danger of a renewed bout of inflation 

cannot yet be ruled out ’. As Mr. Beckett also emphasized, given the stabili- 
zation of the labour force, it is more than ever important, first, to concentrate 
man-power upon the most vital industries and, secondly, to restore incentives 
to increased effort. 

Both these objectives require a stronger dose of disinflation. In Lord 
Balfour's words- 

so long as unnecessary spending —private and public-—-continues to create a 

high demand and to offer disproportionate rewards for labour in employments from 
vhich it should be released, not much transfer between industries will happen 
Our present austere living standards can only be improved by greater production 


} 


the right things ; that can only come about by redistribution of labour ; _redistri- 
ution of labour wil! not happen without disinflation; only by disinflation can 


ou 


normal monetary incentives be restored and the normal price mechanism once again 
be set to work. 


Moreover, in the short run the necessary dose may have drastic effects. On 
this matter Lord Balfour avoided the histrionics in which Capt. Eric Smith, of 
the National Provincial, indulged ; but he did not pull his punches. If disinfla- 
tion were “ fully operative ’’, we should expect to see “‘ some modest temporary 
increase ’’ in unemployment such as the Government envisaged in the last 
Economic Survey. This estimated end-1948 unemployment at 450,000, whereas 
the actual level—it was 327,000 at early December—is far too low to permit 
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any real flexibility in the national economy. If people were moving freely from 
job to job, as they must do if the necessary redistribution is to be — 
this transitional employment alone, Lord Balfour estimates, would involve 
unemployment proportion exceeding 4 per cent.—more than twice the caesane 
level. At the risk of being decried as a “‘ callous and hard-faced banker’’ Lord 
Balfour therefore concluded that the man-power targets will not be attainable 
without “a small amount of somewhat more persistent, though one earnestly 
hopes not unduly prolonged, unemployment in the over-expanded industries ’ 
The only eventual alternatives are compulsory direction of labour, or a lower 
standard of living—or both. 

These, then, are the measures of the size of the disinflationary dose required. 
The Government’s budget surplus—that is, its net intake of funds from the 
incomes of the public—must be large enough to put real pressure upon the 
over-expanded industries, and yet must be achieved after reductions in taxa- 
tion designed to sharpen incentive. In other words, the prerequisite is a 
reduction in Government expenditure. This issue is at once the most crucial 
and delicate of all. It is delicate because, although there may be “ ample 
scope for overall economies ’’—as Lord Balfour believes—really large savings 
are almost bound to encroach upon schemes to which the Government attaches 
great importance. Most of the bankers have therefore preferred to leave others 
to carry their arguments to the logical conclusion, though Lord Balfour puts in 
a plea for gradual reduction | of the cost of living subsidies and for the use of 
part of the resultant savings “ to mitigate any genuine hardship ’’. Sir William 
Goodenough of Barclays is outspoken about the burden of expenditure, but 
reticent about the ways of reducing it : 


. the level of taxation required to meet the present rate of Government expen- 
diture not only inhibits the building up of our desperately needed capital resources, 
stultifies the essential accumulation of savings and enfeebles the spirit of enterprise, 
but represents a proportion of the national income greater than can be borne 
indefinitely. 


Hence it has been left to Capt. Eric Smith, whose two previous annual state- 
ments have shown him to have none of the inhibitions traditional among the 
banks, to put the issue in its starkest form : 

One of our principal tribulations is the enormous volume of Government expen- 
diture ; there appears to be no effort either to recognize or to restrict it. The cost 
of subsidies and social services is for ever mounting. No one will question the 
desirability of social services, but they should be on a scale which the country can 
alford. ... ‘The bulk of the electorate is quite oblivious of the fact that social services 
must be paid for: it accepts them as a gift from its present rulers and ignores the 
fact that, with the assistance of America, it is paying for them itself. 


Or, as Sir Thomas Barlow succinctly said, “‘ the Government is trying to do 
too much and too fast ’’. One wonders whether Sir Thomas remembered that 
the Prime Minister himself said just that, in almost identical words, in 1947. 
But if Sir Thomas has forgotten, so, too, has Mr. Attlee. 

Although the bankers speak with one voice on the need to reduce Govern- 
ment expenditure, and are also in close agreement in their reasons for this 
demand, there are interesting differences of emphasis in their arguments. 
Some put the main emphasis upon incentives and productivity, others upon 
redistribution of labour, and some upon replenishment of the nation’s capital. 
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Foremost in this third group is Sir William Goodenough. Almost every one 
of the chairmen refers to this much-discussed problem of the inadequacy of 
industrial investment and to the way in which the present tax system operates 
so as to eat into capital ; but Sir William devotes the greater part of his state- 
ment to it. He believes the needs of British industry for replenishment of its 
physical capital are such as to require the community to set aside for this 
purpose a bigger proportion of its income “ not merely in the next few years 
but, so far as one can see, for all time ’’. This conclusion is based on a number 
of factors which deserve to be noted: the war-time arrears of maintenance ; 
the drain upon financial capital caused by the inadequacy of depreciation 
allowances in a phase of inflation ; a belief that the long-term trend of prices 
will continue to be upward ; the need for extra efficiency in industry, to make 
up for the loss of overseas investments and the accumulation of a burden of 
overseas debt ; the increasing rate of obsolescence caused by growing indus- 
trialization and increasing technical efficiency abroad; and the changing 
age-distribution in industry. Sir William questions whether the total resources 
devoted to c apital can be increased at present ; but for that very reason it is 
more than ever important to give priority to industry. 

It is perhaps remarkable that at this point Sir William did not refer to the 
classical instrument for determining investment “ priorities ’’—the rate of 
interest. Mr. Beckett, too, emphasized the importance, in the present strin- 
gency, of giving preference to projects offering fairly quick returns and of not 
launching upon enterprises which cannot be justified in the long run ; yet he, 
also, was silent on the question of the rate of interest—as were all the bankers 
except Lord Balfour. There could be no clearer indication of the extent to 
which the banks have either abandoned the old orthodoxy or are diffident 
about advocating it. This is a matter of particular interest to THE BANKER 
which, ever since the deficiencies of the system of physical control became 
apparent, has favoured a moderate rise in long-term interest rates; and, in 
particular, has persistently argued that the principles of the cheap money 
policy give the Government no licence to make matters worse by creating 
money in order to force interest rates down. This theme was developed again 
in some detail last month ; it is a further commentary on the muddled thinking 
which surrounds the “ new ”’ theories that a leading contemporary, discussing 
this thesis, should have supposed that a plea for restraint in monetary policy 
was in effect a demand for curtailment of private capital outlays while leaving 
the huge corpus of Government outlays untouched. The evils of excessiv: 
(;overnment spending and the insufficiency of disinflation become the more 
malignant if monetary policy is too lax ; but the heady wine of cheap money 
theory has dulled many minds to the perception of this obvious truth. 

It is the more refreshing to find Lord Balfour declaring that, while a budget 
surplus achieved by reduced expenditure remains the Chancellor’s “ weapon 
number one pay excellence’’, he may have to bring into play the weapon of 
‘a moderate stiffening of interest rates ’’. It is pointed out that the usual 
counter-argument, that such rise would throw a burden on the budget, is 
easily exaggerated. The rise in rates would be needed to check inflation, which 
‘is the same thing as saying that if interest rates are of allowed to rise the 
cost of all other items of Government expenditure will tend to increase ’’. As 
for the recent course of monetary policy, Lord Balfour draws conclusions very 
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similar to those reached in these columns last month. He regards last year’s 
expansion of credit as an unhealthy development ; emphasizes (as several of 
his colleagues have also done) that it was not mainly due to rising bank 
advances, but rather to the demands of the Government ; and points out that, 
whatever its cause, it could have been prevented by the authorities by the 
familiar means of refraining from enlarging the supply of cash to the banking 
system, since deposits are governed by the constant cash ratio. 

It is important to realize that this plea for restraint in monetary policy 
does not mean that there should be any greater restriction of bank advances 
than that implied in the general principles of the capital programme and the 
control of capital issues. It is imperative that the banks should be free to 
lend for all essential purposes, even though current fiscal trends may be 
driving borrowers to the banks for finance of a kind which ought properly to 
be found through the long-term capital market. As Mr. Beckett remarked— 
in a passage which affords yet another indication of how far the banks have 
moved since 1931—“‘ if we are to curtail legitimate demands . . . we shall not 
be doing our duty to the community "’. In other words, if monetary restraint 
puts a limit to the banks’ deposits, they must be prepared to meet legitimate 
demands by substituting advances for other assets, which in practice means 
selling investments—unless the Government is re paying debt out of the proceeds 
of a genuine budget surplus. Lord Balfour okies that if the banks are 
confronted with requests involving such a substitution, they “ are in principle 
always willing toc omply up to the limit of safety, dependent upon the purpose 
for which the advance is required ’ 

A firmer monetary policy would therefore imply an increase in the ratio of 
advances to deposits. But, despite the fact that present fiscal abnormalities 
have compelled the banks to liberalize greatly the principles of their lending, 
there is not the slightest risk that the total of advances may become dispropor- 
tionate. Their ratio to deposits is still only half what it was before the war, 
and there are corresponding disparities in the relationship to national income. 
With the aid of some striking graphs, a valuable appendix to Lord Balfour's 
address demonstrates that over a long period before 1973 the ratio of advances 
to national income was ae ily stable at an average of about 27} per cent. 
By 1g21 it had fallen to 22 per cent. and at the “ig point in 1943 dropped to 
only 10 per cent. Yet by 1947, despite the strong recovery which began after 
the end of hostilities, it was still no higher than 15} per cent. 

* 


The bankers’ prescriptions this year will seem as unpalatable to the patient 
as to the physicians in charge. But the patient will surely languish if these 
shrewd counsels are ignored, “and then the blame will be seen to rest squarely 
upon the physicians. The prescriptions themselves may be briefly summarized 
—a stronger does of disinflation ; a lightening of the general burden of taxation 
and some additional relief from the particular burden upon industry ; a survey 
of capital programmes to ensure that first things are put first ; a more respon- 
sible monetary policy—and also, perhaps, an actual stiffening of interest rates. 
But these prescriptions require, first, a determined attack upon the problem 
of disproportionate Government expenditure. In the words of Capt. Eric 
Smith, “ the country is assuming the shape of a business with an overhead 
which its turnover cannot support ” 
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Sterling for Europe 


NE of the most crucial and heated of the debates that developed in 

Paris when the nineteen O.E.E.C. countries deposited their long-term 

plans concerned the adequacy of the prospective supplies of sterling. 
Would sterling be available in sufficient amounts to the other Marshall aid 
recipients to enable them to conform to the traditional pattern of their trade 
after Marshall aid had ended ? And this question involved another: Would 
sterling again be convertible, enabling continental Europe’s surplus with the 
United Kingdom to be used to cover the Continent’s deficit with the dollar 
area? And, finally, underlying these more specific questions of availability 
and convertibility of sterling, there was the more general question whether 
sterling could become a currency in terms of which the bulk of Europe’s trade 
could be transacted—whether, in effect, the sterling area and its system of 
virtually free and multilateral transferability of sterling could be extended to 
cover Europe. 

This debate naturally focused on Britain's four-year plan, with its indication 
that the balance of payments between the sterling area and the other O.E.E.C. 
participating countries is expected to be in equilibrium by 1952-53. According 
to the programme of the non-sterling participants, these countries expect to 
have a surplus of $84 millions with the sterling area as a whole in that year. 
This compares with an expected deficit of about $500 millions in 1948-49. 
The expected surplus is the compound of an estimated surplus of $215 millions 
with Britain, its dependent overseas territories, and Ireland and Iceland, and a 
deficit of $131 millions with the countries in the sterling area which are not 
direct participants in the European Recovery Programme. 

These estimates, it should be added, do not clash unduly with those made 
from the British side. Britain, it is true, estimates a surplus of $49 millions 
with the non-sterling participants, but this is offset by a roughly equivalent 
deficit of $50 millions for Ireland. The estimated balance of payments between 
the British dependent territories and the non-sterling participants has not 
been set down in detail ; but the interim report of the O.E.E.C. on the long 
term programme points out that it shows “ the same expectation of broad 
balance as is to be found in the programmes of the non-sterling participants ”’. 

it should be added that this broad similarity of views on global figures 
conceals considerable differences about the character of the trade that is 
expected to make up these totals. The tangled and contentious issue of trade 
in “ less essential ’’ goods is veiled by this apparent agreement in totals. From 
the point of view of the problem of sterling availability, however, it is this 
agreement which matters. It is reassuring to have this statistical evidence 
that the agreement exists and that there was no real foundation for the sugges- 
tions that the several estimates of the balance of payments between non-sterling 
Europe and the sterling area failed to synchronize by such large margins as to 
put the whole exercise out of range of reasonable reconciliation. 

Global figures, however, can be highly deceptive. The task of certain 
countries in Europe in dealing with their sterling problem may prove far 
harder than the balance of these overall totals would suggest. France, for 
example, counted before the war upon having an appreciable surplus in her 
trade with the United Kingdom in order to finance her deficit with other parts 










how iio. oie 


SC 
tre 





to 
ar. 
49. 
ons 
da 
not 


ade 
ons 
ent 
een 
not 
ng 
vad 
” 
ires 


is 
ade 
‘om 
this 
nce 


yeS- 
4=7 


ing 


; to 


ain 
far 
for 
her 
urts 


STERLING FOR EUROPE 81 


—_—_— 


of the sterling area. The French programme shows that the French authorities 
hope that this same rough triangle of payments will be operative again by 
1952-53, so that their payments for wool, jute, rubber and non-ferrous metals 
imported from sterling countries can be met from a surplus with the United 
Kingdom. 

At this point, differences of views on the composition and character of 
intra-European trade begin to cause complications. French estimates of a 
surplus with the United Kingdom are based on the assumption of a ‘“‘ normal ’ 
trade in those non-essentials which, the British plan states, the United Kingdom 
will be unable to buy owing to changes in demand arising from the equalization 
of incomes and loss of overseas investments. The broad similarity of British 
and French estimates of the total balance of payments between the two 
countries also conceals the fact that Britain expects to take a far larger propor- 
tion of essential goods, including cereals, from France than is provided for in 
the first version of the French plan. These differences of views can, perhaps, 
be left to the process of reconciliation which is now taking place in discussions 
between the various countries concerned, though some difficult adjustments 
will evidently have to be made on both sides. According to the schedule, this 
reconciliation was to be completed by the end of January. In view of the 
fundamental clashes which have already appeared, it is all too likely that, as 
in the formulation of the long-term plan, the timetable will again have to be 
given far greater elasticity. 

If Britain and the sterling area as a whole spend as much as they earn, 
sterling can hardly become a scarce currency. There may be patches of 
scarcity of sterling. If these persist despite the fact that sterling can be freely 
transferred over an area extending well beyond the so-called ‘ ‘ scheduled 
territories ’’ (or sterling area), that will surely mean that the scarcity will be 
the fault not of Britain but of the deficit countries. 

Just as there will be patches of scarcity, so there will be patches of abun- 
dance of sterling. So far as can be seen, sterling promises to be in more than 
adequate supply in the Middle East countries—in Egypt, for example, as a 
result of British purchases of cotton, and in Iraq and Iran as a result of pay- 
ments for oil and for oil development. In some countries of South America, 
too, sterling should be a good supply, although the British estimates of the 
balance of payments with Latin America as a whole suggest an approximate 
equilibrium by 1952-53. It will therefore behove the countries of Europe to 
tap these sources of sterling if they find themselves short of it. 

In particular, one vital feature of the pre-war pattern of sterling supply 
for Europe is unlikely to be re-created. This is the use of sterling surpluses by 
European countries to cover their Western Hemisphere deficits. The non- 
sterling participants in the European Recovery Programme had, before the 
war, a current surplus with the sterling area as a whole. For 1938 this is 
estimated to have been the equivalent of $450 millions. This surplus was 
available for conversion into dollars and was indeed so used. The interim 
report of the Organization for European Economic Co-operation on the long- 
term programmes stresses that this process of using sterling to cover dollar 
deficits was not working smoothly even in 1938, for the United Kingdom had 
a considerable total deficit in that year and the supply of dollars by Britain to 
the continental participants was matched by a loss of gold to the United 
States. Britain’s long-term programme envisages that the United Kingdom, 
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with its dependent territories, will be in approximate balance in its dollar 
account, but ore this will be a precarious balance achieved only by restricting 
imports from the dollar area to a minimum. From this it follows that the 
estimates of the United Kingdom make no provision for the use of dollars or 
gold to pay for imports from other participating countries in 1952-53. 

The two countries in Europe whose long-term plans are likely to be most 
affected by this probable inability to convert sterling surpluses into dollars 
will be the Benelux group and the Bizone. The estimated 1952-53 balance of 
payments of the former shows surpluses of $237 millions with other non- 
sterling participants and $54 millions with the sterling area, against which 
there is an estimated deficit of $346 millions with the Western Hemisphere. 
For the Bizone the problem is mainly one of balancing an estimated surplus 
of $209 millions with other non-sterling participants against a Western 
Hemisphere deficit of $222 millions. Both these long-term plans will have to 
undergo corresponding adjustments if they are to take cognisance of the 
inescapable fact that European currencies, including sterling, will not be freely 
convertible into dollars by 1952. 

rhe possibilities of extending multilateral trade and payments in Europe 
can therefore be presented as a problem of extending the area within which 
sterling can be used for this purpose. Over the past year sterling has been 
reacquiring the qualities needed by an international currency. The substantial 
progress which has been made towards restoration of overall equilibrium in 
the British balance of payments has restored confidence in sterling, has caused 
it to strengthen in all the free markets in which it is quoted, and has given to 
sterling the attribute of adequate supply—neither too scarce nor too abundant 

which is one of the essential qualities of an international currency. The 
danger of excessive scarcity, it seems, ought to be sufficiently removed by the 
long-term plans. If these were to go astray and an unexpectedly large surplus 
were to develop in the balance of payments with the non-dollar world, the 
position could and would be remedied in a number of ways. It must not be 
forgotten that there is still more than £2,500 millions of accumul: ited sterling 
which lies immobilized, whether through formal or gentlemen’s agreements. 
At anv sign of a real shortage of sterling, it would surely be to the advantage 
of all parties, including the United Kingdom, to negotiate more liberal releases 
of these balances. Nor should the international banking mechanism of London 
be ignored in this context. Over the past two years the clearing banks and 
acceptance houses have shown ample evidence of readiness to extend overseas 
credits. There is no reason to believe that the ease and virtual automaticity 
with which this country found it possible, in its great capital-exporting days, 
to maintain sterling in adequate supply throughout the world, by the extension 
and contraction of its short-term international credit facilities, are departed 
qualities. 

Meanwhile, however, the advance towards such an extension of the use 
of sterling must be made through the intra-Luropean payments agreement 
which the Bank for Internationai Settlements has been operating on behalf of 
O.E.E.C. for the past four months. That piece of mechanism cannot be 
dispensed with because it is through it that the present artificial disequilibrium 
in intra-European balances of payments can be met. The substantial mutual 
aid scheme through which those deficits are covered by contributions and 
linked with Marshall aid and must so remain 
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while intra-European balances of payments are as far from equilibrium as 
they are likely to be during the coming year. No piece of machinery that 
could conceivably be provided by an extension of the sterling area mechanism 
could find the means by which the prospective deficit of France, for example, 
could be covered. 

This is not to say that the compensation plan as now functioning is all 
that might be desired. On the contrary, although the mechanism through 
which it is operated (which is described in some detail in another article in this 
issue) is highly efficient, the scheme suffers from two basic defects. The first 
is that in so far as deficits are taken as gifts, no effective sanctions are apynes 
to the obdurate debtor and no incentive given to him to mend his ways and 
restore his solvency. The second is the inordinate rigidity and bilateralism 
vhich accompanies the operation of this payments scheme. The contributions 
ind drawing rights are not transferable. They are based on estimates of 
balances of payments which have already proved sadly at fault. Countries 
are making efforts to use their drawing rights to the full and trade is therefore 
flowing along somewhat artificial channels. Insufficient consideration is being 
given to prices since, in effect, the goods which are being exchanged in satisfac- 
tion of these drawing rights are being given away. These basic defects in the 
scheme will no doubt receive due attention both in Paris and Washington 
before the second round of Marshall aid and of the payments agreement begins 
at the end of June. 

The exact formula for these amendments will be extremely difficult to 
determine. It will have to satisfy conflicting requirements, including the 
insistence of the United States Congress to be in a position to follow through 
the expenditure of all dollars which it allocates for the European Recovery 
Programme. I[f this demand is rigidly adhered to, it may be virtually impossible 
to modify the payments agreement in such a way as to eradicate the first of 
the two above-mentioned faults, namely, the lack of any inducement for 
chronic debtors to remove their deficits. That is in some respects a fault which 
applies to the whole of the Marshall aid programme, since Marshall aid is 
distributed in accordance with needs and needs are measured by the estimates 
the participating countries make of their likely deficits. So far as direct aid 
is concerned, however, there is both within O.E.E.C. and with the E.C.A. 
mission in Europe a body of critical opinion which can be brought to bear on 
the chronic debtors. In the “ little Marshall plan ’’ re presented by the intra- 
European mutual aid scheme this disciplinary machine is more remote. It 
could, however, be replaced by a scheme which would put gold or dollars into 
the European payments system, this gold to be made av ailable in proportion 
to the surpluses achieved by the participating countries in their mutual trade. 
In this way a definite incentive would be provided to increase exports to other 
participating countries and even to reduce imports from them. Some means 
might have to be devised to prevent any such system acting in a contractionist 
direction, i.e. producing surpluses by unnecessary contraction of imports 
rather than by expansion of exports ; but at least the general drift of the 
scheme would move in the right direction, would encourage progress towards 
solvency instead of the reverse, as is all too often the tendency of the scheme 
as at present worked. But it should be added that, in order to put through this 
amendment, it would be necessary to obtain American consent to the injection 















































84 THE BANKER 





into the scheme of gold or dollars which would not be earmarked against 
specific transactions. 

The second defect, that of the rigidity and bilateralism involved by the 
present operation of the scheme, would also be largely corrected by the injection 
of gold or dollars into a Europe an payments fund to take the place of the 
present system of predetermined contributions and drawing rights. It is 
evident, however, that it is not along these lines that the long-term problem 
of re-creating in Europe conditions of multilateral trade and payments will be 
solved. By 1952 at the latest Marshall aid will have disappeared and there 
will be no gold or dollars to inject into any such scheme. 

It is in envisaging that long-term problem that the project of extending 

Europe the system of automatic transferability of sterling, and in effect 
making sterling the basic European currency, begins to take shape. Consider- 
able progress has already been made along these lines. A number of participants 
in the E uropean Recovery Programme, including the Netherlands, Norway, 
and Sweden, are already in the transferable account group of countries. Others 
such as France and Denmark are countries with which bilateral payments 
agreements operate but within which considerable scope is left for adminis- 
trative transferability of sterling. The next step may well be to allow automatic 
transfers of sterling to a number of the countries within the ‘‘ administrative ” 
group. Britain cannot go the whole way yet in converting administrative 
transferability into automatic transferability because the payments arrange- 
ments and the balance of payments with countries such as Switzerland and 
Belgium are such as to create not only the danger but the reality of gold 
losses. 

These obstacles to progress towards freer automatic circulation of sterling 
within Europe are, however, merely a measure of the remaining disequilibria 
in European balances of payments. As underlying equilibrium returns to 
European trade, there will no longer be any need for the exceptional devices 
of the intra-European payments scheme. The problems will lend themselves 
to the normal mechanism of international exchange operations. All the 
evidence provided by the long-term plan, however, emphasizes the unlikelihood 
of a return to compiete convertibility of European currencies by 1952. A 
dollar gap will remain and it will rest with subsequent developments to resolve 
that difficulty and re-establish free convertibility between Europe and the 
Western Hemisphere. 

Pending that ultimate step, there is no reason why the increasing use of 
sterling should not provide for Europe most of the advantages of a basic 
currency. This would have advantages stretching well beyond the participants 
in the European Recovery Programme. Already a number of countries east 
of the iron curtain fall within the transferable account group. These include 
Soviet Russia itself, Poland, and Czechoslovakia. With these and other eastern 
European countries trade is conducted on a sterling basis. It may well be that 
sterling will ultimately provide one of the channels through which trade 
between eastern and western Europe will be restored. All these plans and 
hopes for sterling, needless to say, depend on its continued stability and 
integrity. The fact that so much hangs upon them lends added urgency to 
the need for a disciplined financial policy in Britain, for it is only through 
such a policy that sterling will retain and consolidate the position it is once 
more gaining for itself as an international currency. 
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Western Germany Revives 
By John Midgley 


F the fact of recovery in western Germany is beginning to be appreciated by 
| tx outside world, it is still true that the extent of that recovery, its impact 

on the economy of Europe, the risks it carries, and indeed the limitations 
which still hedge it about, have yet to be perceived in detail. The year 1948 
was for western Germany a year of decisive change. After three years of a 
revival so hesitant, so painful and wavering that the observer at close hand 
could hardly be blamed for seeing in it only a drawing-out of the agonies of 
disintegration, 1948 saw an economic revival which is perhaps without prece- 
dent in speed and degree. 

British opinion, which had reacted to the post-war miseries of Germany 
with some patience and sympathy and even self-denial, is bound to be not a 
little perplexed by the new face which the German question is assuming. [n 
the first few weeks of 1949 two new reactions have been noticeable in England. 
There has been an evident impatience with the critical German reception of 
the proposals for a Ruhr Authority—as if the Germans, who did not welcome 
intervention in their economic affairs when they were too weak to think ahead, 
can be expected to like it any more now that they are doing better. There 
has been a series of protests from individual British industries against the 
appearance of German competition in the export markets—although the 
German return to export trade is the result of exhortation and repeated 
prodding from the Anglo-American authorities, who did not relish the idea of 
keeping the Germans on subsidies for ever. These things are not entirely 
logical. It is true, however, that the new look which the Ruhr is wearing calls 
for some reassessment of ideas about the future course of affairs in Europe, 
about the coming pattern of world trade, and even, perhaps, about some of 
the British plans. for trading expansion abroad and industrial development at 
home. This article will not “attempt such a reassessment, but will focus upon 
the outlines of the new situation in Germany so far as they have become 
visible. 

Opportunely, the Monthly Statistical Bulletin of the Control Commission 
has lately begun to provide a fuller statistical picture than has been available 
before. This includes a new index of industrial production, the construction and 
weighting of which are published in full. Like the old index, the new index is 
based on 1936 (‘‘ the most recent year \ vhich can be considered normal ’’) as 
100. It shows a total increase from 45 in November, 1947 (and 47 in pM tea 
1948), to 75 in November, 1948. 

An increase of more than 50 per cent. in the rate of production inside a 
year is a little difficult to stomach, and one is bound to ask whether the preva- 
lence of surreptitious trading before currency reform has not distorted the 
picture. The German economic authorities at Frankfurt have themselves 
been investigating the question by analysing the Reichsbahn returns in corre- 
lation with the returns of industrial production. The object of their inquiry 
was to find out to what extent goods were being hoarded. It did reveal 
that despatches of goods by rail rose sharply in July (after currency reform), 
femained high in August, and fell slightly in September although the volume 
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of production was still rising. Goods had been hoarded against the devaluation 
of the mark. The expansion of traffic, however, was of the order of I in 5 
5.2 million tons were despatched in May, 5.4 in June, 6.4 in July) and may well 
hare represented the accumulations of some months. Finished products of 
glass are quoted (in the report on this inquiry by a correspondent of the 
Stuttgart Wirtschafts Zeitung) as a typical class. At the beginning of the year 
the rail traffic figures for these products were slightly below the production 
figures. When currency reform was imminent the gap was much wider. 
immediately afterwards, despatches exceeded production by a third. This 
persisted for some weeks. Early in August tratfic exceeded proc luction by a 
ifth. By the end of August the two were about leve 1, and in September pro- 
duction exceeded rail traffic by 15 per cent.: the market, it appears, had 
eached a partial saturation. 
it is fair to conclude that currency reform, besides stimulating new produc- 
tion, brought into the open sume production that had previously been con- 
cealed, and the statistical increase from 45 per cent. of the 1936 volume of 
production to 75 per cent. within twelve months probably does exaggerate 
slightly the rate of revival. First-hand observation of a number of industries 
makes it possible to confirm, however, that the rise was very great. In iron 
and steel, for instance, the index gives a rise from 26 in November, 1947, to 
51 in November, 1948, and there is no doubt that this happened. The expansion 
of Ruhr steel production followed closely on the rise in coal output which took 
place last spring. Improved coal allocations coincided with arrivals of Swedish 
and other imported ore. The currency reform transformed recruitment of 
labour (which had previously been especially difficult in the heavy industries) 
and brought steel scrap on the market in large quantities. The interruption of 
trade with the Soviet zone caused further and unexpected supplies of coal and 
coke to be diverted to the Ruhr steelworks. Anglo-American differences 
(since resolved) brought the export of scrap to a temporary halt, and some of 
the Ruhr works in September were even putting 25 per cent. of scrap into their 
blast furnaces. As an example of the swift working of all these influences may 
be mentioned the former Krupp steelworks at Rheinhausen (on the left bank 
of the Rhine opposite Duisburg) where ingot production rose from 29,000 tons 
in March to more than 60,000 in September. The pre-war production of the 
RKheinhausen works was about 100,000 tons a month. 

Although some of these influences were fortuitous and temporary, it does 
not follow that the movement which they stimulated will be short-lived. A 
spurt of this kind often itself makes it possible to gain still more ground. The 
Jahresbericht for 1948 of the Chamber of Industry and Commerce of three 
Kuhr towns (Essen, Miilheim and Oberhausen) gives first place among the 
causes of the revival to the human factors. Before currency reform, it explains, 
labour was hard to get, hard to keep at work, and deficient in will-to-work. 
But currency reform changed these conditions completely : absenteeism fell 
to a normal level and even below, the worker’s attitude to his work brightened 
perceptibly, and recruitment became possible. The steady progress made in 
repairing and reconditioning the works also played an important part. The 
upward curve of steel production flattened out in the autumn, largely (explains 
the Jahresbericht) from two causes—power shortage, and the tightening of 
scrap supplies when the export of scrap was resumed. Swedish ore may also be 
short between now and the spring. There is, however, no suggestion that any 
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large setback is likely. Iron and steel production may rest around 600,000 
tons a month for the rest of the winter, and a cold spell sharp enough to 
increase the strain on the electric power system would probably cause it to 
fall. But the rise will be resumed in the spring. 

Since the Essen-Miilheim-Oberhausen district is an important coal-mining 
as well as steel-producing area, it is worth while to summarize what the 
Jahresbericht already quoted has to say about coal. Output in the British zone 
in 1948 was about 864 million tons, an improvement of 22 per cent. on the 
previous year; in the district covered by the report the improvement was 
24 per cent. Thus the target set at the beginning of the year has been reached, 
although its achievement seemed doubtful in the early months and although 
the first reaction of mining output to currency reform was unfavourable. The 
miners had previously been encouraged by various incentives in kind and 
special rationing concessions, and the transition to the old-fashioned system 
of working hard in order to earn money brought some problems of readjustment 
with it. Some of the miners, indeed, had put off their June holidays to earn a 
special offer of fat and meat which was going at the time, and naturally they 
took the holidays later in the summer when the fat and meat had been gathered 
in. From September onwards, however, the purchasing power of the new 
money began to exercise its attraction, and at the same time a number of 
technical improvements and short-term developments began to come into 
play. The mines were able to improve their output steadily, and at the same 
time to push ahead with longer-term developments which will ensure that the 
improvement is maintained. Output per man-shift underground rose slowly 
through the year from 1,180 kilogrammes in January to slightly over 1,300 
kilogrammes at the end of the year. Attendance improved: absenteeism, 
which was 15 per cent. at the beginning of the year, fell to 10.4 per cent. in 
November. 

It is worth noting that the numerical increase in the labour force in the 
mines during the year (from 390,000 to 409,000) was slight. But the rate of 
turnover slowed down—after currency reform miners became reluctant to 
lose their jobs—so that the proportion of untrained labour began to decline. 
At the same time the new workers taken on since currency reform have been 
nearly all young men, and the reduction of the average age of the mining 
labour force, which was so urgently needed, was able to make headway. The 
average age of the Ruhr miner in 1946 was 40.21; by the middle of 1948 it 
had fallen to 37.83, and it has been further reduced since. He is better fed, 
more anxious to work, and more adequately equipped ; production of mining 
supplies, like other industrial production, has improved. The conditions for 
further improvement are in coal output (says the Jahresbericht), assured food 
supplies, maintenance of the purchasing power of the D-mark, and arrange- 
ments for the long-term finance of the mining undertakings which will enable 
them to go ahead with long-term development. To this it adds, with some 
emphasis, finance for housing ; relatively little progress has been made against 
bad housing conditions in the Ruhr. 

Clearly there is still room for improvement in the Ruhr mines. Output 
per man-shift underground, at 1.30 metric tons, is still far below the pre-war 
level (2.11 tons in 1936). To make up the gap will require some investment 
in housing in the Ruhr towns (as well as in such public services as electric 
power, transport, and roads, for in amenities and ordinary working efficiency 
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these towns have never really recovered from the effects of bombing), ampler 
supplies of material to the mines, more investment in mechanization and 
development, and a further reduction in the average age of the labour force. 
It is, of course, precisely these things that the Anglo-American effort in 
Germany has been striving to bring about for the past three years and more, 
and if Germany is returning to an important position in Europe it is largely 
as a result of that effort. 

The level of coal output in the British zone at the beginning of 1949 (326,000 
tons a day in the middle of January, as against about 260,000 tons a day a 
year earlier) promises in any case a much larger output this year than last ; 
and there is little reason to doubt that 350,000 tons a day will be reached 
before the summer. I[n 1936 the mines of the British zone produced a daily 
average of 384,400 tons; it is fair to suggest, therefore, that something 
approaching normality in the supply of Ruhr coal is no longer quite out of sight. 

A “normal” supply of metallurgical coke is probably further away, but 
coke production, too, has made progress in 1948. The year’s production of 
hard coal coke—18.8 million tons—was 5} millions more than in 1947, and 
this, combined with various readjustments of fuel consumption in the west 
European countries, has made the difference between shortage and a state 
approaching equilibrium. Hard coal coke production in the bizone in Novem- 
ber, 1947, was 1.2 million tons ; last November it was 1.7 millions, and repairs 
to coke-ovens which were damaged and out of service have lately made good 
progress ; the spring of 1949 should, therefore, see a marked improvement. 

Industrially and socially (as the Jahresbericht comments) the period before 
currency reform can now be regarded as of little more than historical interest. 
So far, so good. The picture that is expressed in production figures for heavy 
industry is found equally in the lighter industries, which have succeeded in 
expanding their production in the last twelve months more rapidly than either 
the Germans or the Anglo-Americans expected. It is nowhere expressed better, 
perhaps, than in the relation between employment and production : the output 
which was about half pre-war output in the early months of last year was 
produced by a body of employed workers numerically about the same as 
before the war. In July the gap narrowed; with a production index of 61, 
the employment index was 101. By September employment was 105 and pro- 
duction 70. Throughout the economy, it is evident, bottlenecks and stoppages 
were being loosened, waste was being cut out, concealed unemployment 
eliminated. The effect on the routine of life, on the pace of traffic in the streets, 
the movement of passers-by, and the general tempo of existence is visible te 
the most casual observer in any of the west German towns, which have begun | 
to lose that Balkan air which had overtaken them since the war. 

The physical isolation of Germany from the outside world was breached | 
in 1948 in a number of ways. German newspapers have been able to increase | 
their size and improve their news and feature services, so that the deficiency | 
of the German public in commonplace information about German and world | 
affairs has become less excusable and, indeed, less marked. Air mails were | 
restored for civilian use, and it became possible for Germans to send tele- 
grams to foreign destinations without special permit. A procedure was 
established for German export firms to appoint representatives abroad, and | 
business journeys to foreign destinations became a little (though only | 
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little) easier. The German business world began to organize itself better for 
foreign trade, a Foreign Trade Association for the bizone was established with 
headquarters at Bad K@6nigstein, and has launched a foreign trade information 
service in conjunction with the chambers of commerce. Most important was 
the set of revised regulations for export trade which came into force at the 
beginning of December. In principle, this freed the exporter from the obliga- 
tion of getting official approval in advance for each export contract. How far 
he is freed in fact depends on the particular commodity he wishes to export ; 
the exceptions cover a wide range, principally of essential commodities. 
Within these limits, however, the exporter has more freedom to make his 
ywn decisions and negotiate his own business than he had previously. For 
the first time since the war he is able to quote c.i.f. His transactions can go 
ahead once he has secured the endorsement of the Foreign Trade Bank of his 
Land ; a copy of the contract afterwards goes to the Joint Export-Import 
Agency, which relies on its power to make the exporter’s life hard in future 
if he has disregarded the general instructions. Those instructions enjoin him, 
among other things, to get the “‘ most advantageous price in line with world 
market values "’ for his goods, and this, as the Jahresbericht points out, requires 
from him not only great “ price discipline’ but also an exact knowledge of 
foreign markets ; and, since the bulk of German firms have been cut off from 
foreign trade for many years, they are clearly at a disadvantage here. 
German opinion, it is noticeable, is now able to discuss German economic 
affairs without the querulous and self-pitying approach which has seemed to 
be endemic in western Germany since the occupation began. This is a gain in 
itself, and an essential part of the process of returning to economic and political 
health. It should also have some bearing on the problem of fitting Germany 
into the future political and economic system of Europe. Some of the com- 
plaints which had become perennial are very little heard now. The Essen 
Jahresbericht acknowledged that “in spite of the appreciable rise in coal 
exports ’’ internal coal supplies had improved. This is no more than the truth, 
but it is not a truth that responsible Germans would have been anxious to 
admit a few months ago. The Diisseldorf Industriekuvier, in an analysis last 
month of the electric power shortage, said that the exports of power to Belgium 
and France were no more than a “‘ whipping-boy ”’ ; it put the blame for the 
Ruhr power shortage where it belongs—on the inadequacy of the power system 
to meet the greatly increased demand, and on the regional particularism inside 
the Bizone which is hampering the rational development of the west German 
grid. Even the grievance about Dutch vegetables, which has agitated the 
Rhineland annually for the last three years, has taken on a different face, and 
the Joint Export-Import Agency, which was blamed bitterly for not permitting 
Dutch vegetables to come in when they were needed, has lately been criticized 
for importing them at times when they were superfluous. The advice now 
tendered to J.E.1.A.—that the wholesale greengrocery trade should be handed 
back to the wholesale greengrocers—is probably sound. It is merely sympto- 
matic of a change in the psychological condition of the west German community, 
which is beginning to have more confidence in its ability to look after itself. 
What is the nature of this reviving German confidence ? The Germans 
believe, and say frankly, that the cause of the West in Europe stands or falls 
by the success of reconstruction in western Germany. E.C.A. funds, they hold, 
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potential as well ; Krupps is an example. 
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restricting its production under compulsion in time of slump ; 
might become an instrument to dam up German competition in the world 
markets. On the other hand it might, reasonably conducted, be an instrument 
of international co-operation in Europe. He did not show a great deal of 





will yield a better return invested in Germany than invested anywhere else. 
They assume the recovery of German production and exports to be as much a 
European as a German concern. They admit that occupation policy has done 
a great deal to put them on their feet again ; but they also blame it for con- 
tinuing to hold them down in certain ways. They regard the surviving restric- 
tive measures designed to keep them off their feet as stupid contradictions, 
eddies that run against the main stream of European recovery, legacies from 
the Morgenthau plan encumbering a European scene in which that plan itself, 
were it to appear openly, would be laughed at as lunacy. Dismantling is the 
most important and, to the Germans, the most burdensome of these legacies ; 
where the British and the neighbour countries of Germany see dismantling as 
necessary to security, the Germans see it as interference—stupid or malignant 
—with their capacity for export trade. They ask why, when it is an immediate 
purpose of occupation policy to get the Germans to support themselves, such 
pains are taken to curb their ability to produce for export. 
true that many undertakings with great military potential have great export 


It is, of course, 


This uneasiness and resentment, this feeling that Allied policy still speaks 
with contradictory voices and expresses contradictory purposes, underlie the 
dislike and suspicion that German opinion has shown towards the proposed 
Ruhr Authority. Press reports have exaggerated the degree of hostility. There 
is no serious non-co-operation movement, no refusal among responsible German 
leaders to contemplate working with the Ruhr authority. A number of Germans 
have suggested that international planning and control should be extended to 
cover neighbouring centres of heavy industry outside Germany, and it is worth 
noting that British opinion has not so much rejected that suggestion on its 
merits as retorted that the suggestion comes ill from Germans. Perhaps it 
does. But the present German attitude—leaving aside the mere nationalists— 
is to accept control of the Ruhr willingly only if it is part of a European scheme 
with European purposes. People like Herr Arnold, the prime minister of 
North Rhine-Westphalia, are trying to persuade their electorate to accept 
international control in the Ruhr on that basis. When feeling runs high over 
dismantling, as it has done in recent weeks, persuasion is more dithcult. One 
form of restriction suggests another. Dr. Theo Goldschmidt, who is the presi- 
dent of the Essen Chamber of Industry and Trade, said in a recent interview 
that the Ruhr authority might be used to turn the Ruhr into Europe’s beast of 
delivering its raw materials under compulsion in time of boom, 


the authority 


It is probably accurate to put the present rate of bizonal exports at about 
relief ’’ deliveries 
which are paid for mainly by the American taxpayer are taken into account. 
With the Bizone still taking about twice as much from the world as it supplies, 
it seems a little early to paint angry pictures of a world flooded with German 
manufactured goods. Yet the tale of protesting British industries grows week 
by week. The motor manufacturers expressed public disquiet last month 
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about German car exports, complaining particularly that German export 
contracts made before currency reform are being completed at low prices 
based on the pre-reform conversion rate for the mark. Yet these German 
car prices would not seem “ low ”’ to the motorist. The old conversion rate 
(17 cents to the mark for this class of exports) gives an f.o.b. price for the 
Volkswagen of £250; and the Volkswagen is a cheap mass-produced car, 
ingenious and handy but with a low expectation of life. It was presumably 
on this price basis that it was shown at the Brussels show last month at 61,000 
Belgian francs—dearer than the Ford Anglia. On the new conversion rate of 
30 cents to the mark the Volkswagen will be unsaleable abroad unless the 
manufacturers are more successful in cutting costs than they have yet been. 

The British manufacturers of Diesel engines have similarly protested against 
low-priced German Diesel engines. The Sheffield cutlers have sent a deputation 
to Frankfurt to see about competition from Solingen. Bicycle manufacturers 
have shown alarm about German bicycle exports. British scientific instrument 
makers have been complaining of low German prices for microscopes and 
cameras—based, they argue, on cheap labour, although the layman would 
probably attribute to other causes the long-standing German superiority in 
this field of trade. The shipbuilding and engineering trade unions have made 
an appointment with the President of the Board of Trade to discuss the com- 
petition of German shipyards, although there is still work to the extent of 
4,000,000 tons gross on the order-books of British shipbuilders. Reactions of 
this kind are reported and noted in Germany, where they reinforce the resent- 
ment which dismantling has already created. 

Is some British trade association to seek to create a political issue every 
time a German firm quotes a lower price than a British firm or tenders success- 
fully for a contract ? This would clearly be a waste of time. Some way will 
have to be found of distinguishing subsidized export, dumping and other 
sharp practices from the legitimate, and in the economic and political interest 
of Europe necessary, return of Germany to international trade. This is made 
more difficult than, perhaps, it need be by the discrepancies which have arisen 
in the cost structures of the German industries, in their relation to one another 
as well as in relation to comparable industries in the world outside, through 
the Nazi economic regime, the war, and the prolonged German isolation. It is 
not easy to measure the real costs of German production, and opinion is still 
in suspense on the practicability of the 30-cent conversion rate as a standard 
for German foreign trade. On the whole, the 30-cent rate probably over- 
values the Deutschemark. But before a satisfactory relationship is reached, 
the German price structure will require to adjust itself further, the after- 
effects of past differential rates will require to be overcome, and a truer exchange 
rate will need to replace the present arbitrary conversion factor. It may then 
be possible to see German trade through less distorting lenses. 

British industry is clearly right to take German competition into account 
—not because of the volume of German competition now, but because of the 
volume to which it will have to grow in the next two years. German competi- 
tion is a fact, and a serious fact ; but it will have to be met like any other 
trading problem, by ingenuity, competitive effort, and perhaps by voluntary 
agreement—but most of all by effort. To deal with it by restriction is no 
longer possible ; nor, if it were, is it to be desired. 
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Monetary Systems of the Colonies 


This concluding article—perhaps the most instructive and stimulating of the whole 
sequence—first classifies the trends which have been examined in detail in the earlier 
articles, and then debates some much-discussed problems of technique and of the future 
relationships of these colonial currency systems to sterling. 

In response to many requesis, it is hoped shortly to reprint the whole sertes in 
booklet form.—Ev. 


VUl—Trends and Future Possibilities 
By a Special Correspondent 


HE first article in this series attempted to draw a general picture of the 

system of currency and monetary relationships now prevailing in British 

colonial dependencies. Subsequent articles have described in greater 
detail both the situation of individual territories to-day and the historical 
processes by which that situation has been reached. The detailed descriptions 
have shown considerable variety of forms and nomenclatures, but, none the less, 
certain common structural patterns and features of history clearly emerge. 

Three common historical features stand out. First, none of the territories 
concerned has succeeded in establishing at any stage in its history a monetary 
system entirely of its own. At all stages the various colonial monetary arrange- 
ments have been part of some larger system. 

Secondly, the most important factor determining the larger monetary 
system to which any particular colonial territory belonged has been the 
direction of its principal economic and trading relationships. In other words, 
each colony has tended at successive stages of its history to adopt the form 
of money either actually belonging to or closely dependent on that of the 
country with which it conducted the greater part of its trade. As that trading 
relationship has shifted, so there has been a corresponding shift in the particular 
colony’s monetary association, a movement from one larger monetary area 
to another. Examples are the switching of East Africa and Mauritius from 
the rupee to the pound sterling, or the switching of certain of the Pacific 
Islands from the United Kingdom pound to the Australian pound. 

Thirdly, the historical perspective shows a steady evolution on the technical 
side, resulting in a continuous strengthening of the conscious control of govern- 
ments over the monetary standards of the territories concerned. This is not 
to assert that governments of to-day are in full control of the value of the 
monetary units which they prescribe, but only that they have a much firmer 
control than formerly over the actual forms of currency in use, and over their 
day-to-day value in international terms. 

In this technical evolution, four stages can be distinguished. First, there 
was a period of more or less promiscuous use of any varieties of coin or other 
media of circulation which were locally available and which appealed to the 
taste or convenience of the population. Then came a period of consolidation 
or standardization, and the establishment of a single coin or series of coins 
as the standard and as virtually the sole medium of circulation. The third 
period witnessed the issue of notes, bank or Government, which largely dis- 
placed coin except for subsidiary use, but were still convertible on demand 
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into local legal tender, and were therefore backed by reserves containing a 
large proportion of actual coin. Finally in the fourth, and current, period 
notes have wholly replaced coin except for small change and are themselves 
no longer convertible into local coin, but only into sterling in London, or in 
one or two cases into some other major currency at the appropriate centre. 

Of course, not all the colonies have passed through all these stages. The 
West Indies, Mauritius and some others have run through the whole gamut, 
but some, like Fiji, may be regarded as having missed the first stage, so passing 
almost directly to the use of a single standard coin. Again, an important 
group of territories, i.e. in West and East Africa, proceeded more or less straight 
from the second stage to the fourth, and never had a period of use of notes 
convertible into coin on the spot. In Malaya also the transition from stage two 
to stage four was almost direct, notes on the older bullion basis being in circula- 
tion for only a brief period before the Straits Settlements issue was placed on 
what was at first a gold exchange basis and became in due course a sterling 
exchange basis. Nor was the historical evolution contemporaneous in all areas. 
West Africa was still in the first stage when the Straits Settlements were 
entering on the fourth. The West Indies and Hong Kong, having reached 
stage three by the third quarter of the last century, stayed in it until after 
most other areas had progressed to stage four. To-day, however, the technical 
evolution is complete in all territories, in the sense that a uniform pattern on 
the lines of stage four now exists. 

An obvious question is, what is likely to be the next stage ? But perhaps 
a prior question is whether there need be a next stage at all—i.e. is the present 
system so nearly perfect that it can be expected to endure? Authoritative 
definitions of the perfect currency system are not very ready to mind, but 
there is a passage in Keynes’s Indian Curre ney and Finance which is very 
apposite. Keynes spoke there of the gold exchange standard, as dev eloped in 
India, as containing ‘‘ one essential element—the use of a cheap local currency 
artificially maintained at par with the international currency or standard of 
value (whatever that may ultimately turn out to be)—in the ideal currency of 
the future’. It is worth examining the colonial sterling exchange systems in 
the light of that description. 

First, the local currencies are cheap and convenient in relation to local 
needs, while being adjusted in form, e.g. proportions of coin to notes, to local 
customs and traditions. The mechanism is effective, too, in maintaining the 
local currency in a fixed relationship—not necessarily “at par ’’—with a 
chosen international currency. It can hardly be said that there exists to-day 
anything precisely corresponding to “ the international currency or standard 
of value’ which Keynes had in mind in 1g13. It is truer to say that there 
exist a number of currencies which are more or less firmly maintained at fixed 
telationships internationally by virtue of specific obligations entered into at 
Bretton Woods. It would be going far outside the scope of this article to 
discuss the technical efficiency of the means actually adopted for maintaining 
those fixed relationships. So far as the colonies are concerned, they have gone 
as far in the direction of Keynes’s 1913 ideal as they can in these circumstances, 
by linking themselves firmly not to “ the ” international currency, which does 
not yet exist, but to what is, to put it no higher, one of the most important of 
several international currencies. 

As to possible lines of further development, various issues arise within the 
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ambit of the Keynesian ideal : a more general issue arises rather as a doubt 
about the validity of that ideal. The first group of issues is concerned with 
the question whether further technical improvements in the present mechanism 
are to be foreseen. The other, more challenging, question is whether it is really 
in the interests of the territories concerned to have their currency tied to any 
external standard instead of being free to vary its international value at will. 

There are undoubtedly certain possibilities of change of a technical nature 
not affecting the fundamental character of the present systems. In matters of 
detail the administration and management of the various Boards and bodies 
of Commissioners could no doubt be improved. Between one system and 
another there are, for instance, variations in the rates of commission charged 
on the issue and redemption of currency ; although differing local circumstances 
have to be taken into account in determining those rates, there may be room 
for a further approach to uniformity of practice in such charges. These, 
however, are primarily matters of internal interest. 

Of more general interest is the possibility of a further grouping of colonial 
currency systems without any change in the fundamental technical position, 
and of further amalgamations of areas which at present maintain separate 
currencies. It is, however, doubtful whether there is really much room for 
such further groupings except in the West Indies, where a certain further 
amalgamation of local colonial currencies is now in train and could possibly 
be usefully extended still further in the next decade or two. Elsewhere there 
are no such obvious areas for amalgamation. Suggestions have been made 
that it would be better to have a single currency for the whole of the British 
colonies in tropical Africa. It is questionable whether that would be of 
more than superficial advantage, or would be of any great benefit except to 
the comparatively few travellers by air or by car who have to move quickly 
from one territory to another. So far as the main body of trade of the African 
territories is concerned, their trade with the United Kingdom and with other 
countries for whom sterling represents the most convenient medium of payment 
is overwhelmingly more important than any trade which they are likely to 
do between themselves. There is not very much more reason why East and 
West Africa should use the same currency than why East Africa and Ceylon 
should do likewise. Indeed, it is perhaps more possible that there will be a 
move to split up some of the existing regional groups where they do not coincide 
with political groupings. It is possible, for instance, that, with the future 
political development of the Gold Coast and Nigeria as separate entities, these 
territories would prefer to establish currencies of their own instead of partici- 
pating in the joint West African system. From some points of view that would 
be a retrograde step, but, provided the link with sterling was maintained, not 
a seriously disadvantageous one. 

As for particular territories, there is little sign that many special problems 
are likely to arise in the near future. Minor technical improvements in the 
workings of the current system may be made, but except in Hong Kong, the 
general technical arrangements as now established are simple and. well under- 
stood. The Hong Kong position, as already described, is complex and at least 
open to misunderstanding. Ideally, it might be desirable to replace it by 
something nearer to the system now standard in other colonial territories, but 
the Hong Kong system works quite as smoothly as the others and, until some 
actual difficulty develops in its practical working, it is unlikely that it would 
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be worth while to change it merely for the sake of uniformity. There is in 
any case no reason to suppose that any change in the present rate of exchange 
between the Hong Kong dollar and sterling is desired in any quarter. The 
only colonial territory in which there has been any recent suggestion of change 
in the rate is Fiji, which is in the supposedly anomalous position of having a 
pound worth only 18s. sterling. There has recently been some feeling that, 
following a similar New Zealand move, the Fiji pound ought to be restored to 
parity. The anomaly, such as it is, has existed now for some fifteen years ; it 
is not clear that the suggestions recently current in the colony for restoration 
to parity were founded on anything more than sentimental reasoning, and the 
official attitude of the Government has been clearly expressed that no reason 
is seen to make any change. 

Still within the technical field, though of considerably greater importance, 
is the possibility which has been advocated in some quarters of modifying the 
reserve provision so as to remove from colonial currency authorities the obliga- 
tion to hold all their reserves in external securities or cash and to enable them 
to hold a proportion in securities of the local Government or Governments 
concerned, or, in other words, to have a certain “ fiduciary ”’ issue. 

Such a change would meet certain of the criticisms of the present general 
system which were briefly mentioned in the opening article of this series. The 
essence of these particular criticisms was that the present arrangements are 
deflationary in effect. In particular, it has been objected that the requirement 
of 100 per cent. cover has meant that a colony has to “ pay ”’ for all its currency 
requirements by sacrificing an appropriate part of its current income to set 
aside as cover for whatever currency it needs to conduct its current transac- 
tions. Of course, nobody suggests that there is anything wrong in this in its 
effects upon an individual person: clearly, if an East African wants to hold 
more shillings, he must convert part of his current output into cash-to-hold, 
that is, he must not spend everything he earns. Certainly, nobody can be 
expected to make him a free gift of whatever additional cash he wants to hold 
in his pocket. But it is argued that the community as a whole is in a different 
position, e.g. that when the East African Governments (through their agents, 
the East African Currency Board) have acquired possession of the sterling 
surrendered by indiv iduals in East Africa against local currency, there is no 
reason for them to keep it, or at least all of it, in reserve, and that they could 
advantageously spend at least part of it. 

A full discussion of the issues underlying this proposition would be very 
long. It would raise fundamental issues of modern monetary theory and 
deserv es a much more detailed examination than is possible here. Only a few 
comments can be made in this article. 

First, it may be remarked that a certain volume of currency is a capital 
requirement of a modern economy just as much as a road system or equipment 
of houses and other buildings, and that it is not prima facie unreasonable that 
that part of the capital equipment necessary for colonial development should 
be “ paid for” like any other. Incidentally, additions to the monetary circula- 
tion of a colony do normally result initially from the investment of outside 
capital, not from local abstinence ; e.g. if, in West Africa, more currency is 
needed to finance the cocoa crop because of larger production or higher prices, 
the first thing that happens is that the trading firms put up more sterling to 
buy local currency: then they pay it out to the African producers : next 
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the producers use some of it to buy imported goods: and at the end of the 
season any net increase of circulation represents broadly that part of his 
increased income which the African has chosen to hold in cash. 

3ut, on the other sid e, it can be argued that it is quite archaic to insist that 
the community must “ pay for’”’ this part of its necessary capital equipment 
exactly as if currency still consisted of gold and silver instead of consisting of 
paper or metallic tokens of trivial real cost. 

A second general comment needs, however, to be made here. A colonial 
currency of modern pattern is not paid for in quite the same sense as a currency 
which is fully backed by a metallic reserve. The difference is that while a 
colonial currency may be fully backed by external reserves, they are reserves 
which earn something. Apart from a minimum of liquid cash, colonial currency 
reserves can be, and normally are, invested in interest-bearing securities. The 
income from such securities goes to strengthen the general financial position 
of the Government concerned. By so doing it helps that Government to raise 
other loan moneys. In theory a colonial government might deliber rately devote 
the whole of the income it draws from curre ncy investments to paying interest 
on an equal amount of other borrowing, and so might place itself substantially 
in the same position as if it had borrowed the currency funds direct, i.e. had 
created a fiduciary issue. Such a procedure seems roundabout, but it is not 
therefore unsound. The possibility of combining security and profit by holding 
the reserves necessary for the convertibility of the currency in a form which 
earns interest is, of course, a special feature of the ‘‘ exchange standard” 
system. 7 monetary reserves of what we may call a primary currency— 
sterling, or U.S. dollars or Swiss francs—are held in gold and earn nothing ; 
the neiians reserves of a secondary or dependent currency, such as those 
under discussion here, are held in interest-bearing obligations expressed in the 
primary currency to which the secondary currency is attached. 

That advantage flowing from the position of a secondary currency is not 
lightly to be thrown away. Many factors need to be borne in mind in con- 
sidering the advantages and disadvantages of the present and any alterna- 
tive procedure—the importance of liquidity in the currency reserves and the 
likelihood of any large percentage of the currency being presented for conversion 
into sterling in a short period ; the probable difficulties which the local Govern- 
ment would have in times, presumably, of local depression, in meeting any 
residual liability in respect of the “‘ fiduciary ”’ issue ; the relative convenience, 
on the one hand, of having new capital funds automatically made available 
when the currency is expanding, or, on the other hand, of raising capital by 
distinct and separate loans issued as required by the Government’s capital 
programmes ; the rate of interest which may be earned on the currency 
reserves or may have to be paid on independent borrowing. All these factors 
have to be weighed, and the answer may well be different in different places 

or at different times. 

There is in any case a third comment to be made on the more general aspects 
of the ‘“‘ deflationary ”’ criticism. Whatever the merits or demerits of particular 
theories of monetary management in relation to employment, etc., it is not 
questioned that the effectiveness of purely monetary action is dit ninished to 
the extent that the economic unit concerned is dependent on other economies ; 
and that limitation on the effectiveness of independent monetary management 
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becomes of vastly greater significance in a “ colonial ’’ economy. Quite briefly, 
in any normal colony the effect on the pace of development and on the level 
of activity of purely internal deflation or inflation is trivial compared with the 
availability of outside capital, because only a negligible amount of capital 
creation can be achieved in such a territory without large imports of capital 
goods. Accordingly great caution is needed in applying modern monetary 
theories to colonial economies. 

What has been discussed so far has had regard to reserves held against the 
currency itself and the particular accusations that current policy is undesirably 
deflationary. There are other aspects of monetary reserve policy which deserve 
examination. The currency—that is, the actual notes and coin—is only a part 
of the money used by a country. In advanced economies bank money is of 
equal or greater importance. From the point of view of foreign exchange the 
calls which can be made upon the authorities for conversion of local currencies 
into other currencies are not confined to the physical currency in circulation, 
but include bank deposits. In the stage at which colonial economies find 
themselves to-day, in which actual physical currency is of relatively high 
importance and the banking systems are in the main merely part of wider 
systems in Britain or elsewhere, it is no doubt perfectly sound for the authori- 
ties in substance to confine their attention to the conversion of the physical 
currency, but as the economies develop and banking systems grow and the 
proportion of bank money increases, more complex and delicate systems may 
be necessary to maintain exchange conv ertibility. In other words, the colonies 
may find it necessary to evolve gradually in the direction of central banking 
systems as distinct from the present more automatic currency board systems. 

All the above has been a discussion of technical practices on the assumption 
that the basic object of maintaining stability in relation to sterling would not be 
disturbed. There remains for examination the more fundamental question 
suggested by the scrutiny of the Keynesian ideal (1913 model), the question 
whether it is really sound for the colonial currencies to be firmly tied to any 
other monetary unit at all. Might it be better for individual colonies to 
have the opportunity of managing their monetary relationships with an eye 
to their own particular needs, instead of being carried along in the wake of the 
sterling group as a whole ? 

This is a more extreme form of the general criticisms already mentioned. 
Leaving aside the formal problems of monetary freedom—i.e. obligations under 
Bretton Woods, etc.—-and looking only to economic desirabilities, the issue 
involved has already been touched upon in the discussion of the ‘‘ deflationary ’ 
effects in the present reserve policy. The question can, however, be put in still 
wider form : would it suit the colonies better to continue to enjoy the advan- 
tages of stability in relation to sterling, and therefore to most other currencies 
in the world, or to secure freedom of manceuvre ? In favour of the latter it 
could be argued that a monetary policy, whether deflationary or inflationary, 
which is adopte« d to suit the United Kingdom may not suit the colonies. These 
are mainly primary producers, and it is frequently suggested that a monetary 
price policy favourable to a manufacturing country may be very unfavourable 
to a primary producing country. 

Plausible as this sounds it is doubtful whether it is much more than super- 
ficial. The relevant factors in determining whether monetary action is the 
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perfect means of meeting any particular economic situation are not so much 
whether primary or secondary production is involved as whether the cost 
structure of the industries concerned is such that necessary adjustments in it 
can best be secured by monetary action. That is, it really depends on the 
degree of “‘ stickiness ’’ in the cost structure. Broadly speaking, it is true that 
colonial costs, or rather those costs which are fixed in local currencies rather 
than in sterling, are a good deal more fluid than the costs of more advanced 
economies usually are. Accordingly, the need to resolve particular economic 
difficulties by deliberate changes in the value of money is almost certainly less 
strong in the colonies than in such more advanced economies. 

On the other side, it is probably true that the general opinion of economists 
is somewhat less favourable to the idea of the solution of economic problems 
by frequent manipulations of currency values than it was a few years ago ; they 
are more impressed by the advantages of monetary stability over as wide an 
area and as long a period as possible. Taking into account what has already 
been said about cost structures in the colonies and what was said earlier about 
the relative importance in a normal colonial economy of internal monetary 
financial policv on the one side and external capital investment on the other, 
it appears likely that the balance of the advantage in favour of stability is even 
greater in the colonial economy than for larger and more developed economies. 

It seems reasonable to conclude, therefore, that there would be nothing to 
be gained in the foreseeable future by any change which would cut the colonies 
off from their present firm link with ste rling and leave their currencies to find 
an independent international value. On the other hand, as their economic 
systems become more complex, and particularly as their banking and financial 
systems develop and as there is a parallel growth in political self-government, 
it may be expected that some tendency towards substitution of a more conscious 
and deliberately controlled convertibility for the present entirely automatic 
convertibility will develop. Even this, however, must be a matter of very 
slow growth. The development of a central banking system, which has been 
suggested as a possible alternative to present arrangements, depends on the 
growth of financial institutions substantially independent of external control 
and upon the development of a local finance and investment market capable 
of handling large dealings in Government securities. Many of the individual 
colonies are obviously too small, however, to develop such institutions and 
even for the larger ones such growth must be a matter of decades or generations. 
This is obvious from the experience of the British Dominions. 

If, therefore, there is to be an evolution to a fifth stage, beyond the four 
already discussed, in the historical development of colonial monetary systems, 
it may be presumed that it will be of that character. In such a development 
the management of reserves would gradually cease to be governed by automatic 
rules and become more and more a matter for discretion without, however, any 
diminution in the firmness with which the link with sterling is maintained. 
In the immediately foreseeable future, however, it is not likely that anything 
more than the first embryonic beginnings of such a discretional system will 
take place. It is probable that, subject to technical improvements, the great 
majority of the colonies will continue for a considerable time to come in the 
stage of monetary progress which they have already reached and which has 
been described in these articles. 
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The Banks in 1948 


ANY bankers, as they surveyed their annual accounts and glanced back 
Mer rer the banking trends of 1948, must have been struck by the extent 

of the deviation ‘from what they expected twelve months ago. At each 
year-end since the war, it has been suggested that the New Year would surely 
witness the first decisive check to the long phase of expanding deposits and 
the beginnings of the downward movement which some people have now been 
predicting at recurrent intervals for nearly four years. In 1946, Daltonian 
ambitions for cheaper money produced instead a great acceleration of the pace 
of credit expansion ; and it was soon realized that there would be no turning- 
point so long as this policy held the field. But it collapsed ignominiously early 
in 1947, and in the last year of Dr. Dalton’s chancellorship the volume of new 
credit which came into existence was less than one-third as large as that 
created in the previous year. Moreover, a mere one-tenth of this smaller sum 
represented money created for the purpose of financing the Government ; the 
whole of the remainder represented additional loans and advances. Looking 
back on this experience twelve months ago, and contemplating the approach 
f the budget to equilibrium, most people felt sure that at last the turning-point 
was near. If a year of Daltonian finance and of continued, though declining, 
budget deficit could produce so marked a slackening of credit creation, surely 
a year of Crippsian finance, with a genuine budgetary equilibrium, would 
produce a decline, or at least involve no further increase, in the volume of 
money ? 

This argument of twelve months ago, plausible though it seemed, was 
uever in fact watertight. It left out of the reckoning that most potent of all 
‘conomic factors in Britain’s post-war economy—the extent of the deficit on 
the overseas balance of payments. And it ignored, too, the effects of what has 
come to be the cardinal principle in monetary policy—the principle that the 
volume of money should vary more or less in proportion to the liquidity needs 
of the public, so as to prevent variations in these needs from causing violent 
ups and downs in interest rates. This second omission is not, of course, unusual ; 
liquidity habits are so variable and so unpredictable that their effects are often 
ignored even in quite sophisticated forecasts of monetary trends. But if a 
guess had had to be made at this time last year, most people would have said 
that this factor would tend to require an increase in bank deposits—unless 
Crippsian austerity was prepared to countenance a sharp rise in interest rates. 
There was never any such uncertainty about the other omitted factor: the 
external deficit in 1948 was bound to be much less than the catastrophic gap 
of 1947, so that the Government's sterling receipts from overseas sources were 
certain to fall sharply, perhaps so far as to outweigh the monetary effects of 
the improving condition of the domestic budget. It was not sufficiently 
realized at the time, and perhaps is not gene rally perceived even now, that 
the slackening of credit creation in 1947 was not due to any Daltonian < olte- -face 
towards moderation, but simply to the huge extent of the drafts on overseas 
reserves. Sir Stafford Cripps was never in doubt about this: construed in 
monetary terms, his disinflationary budget was in effect designed to ensure a 
swing from budget deficit to budget surplus sufficient to make good the 
impending decline in the volume of ‘finance from overseas. 

The launching of this budget, on a basis which seemed to promise a genuine 
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equilibrium in the capital account of the national economy as a whole, therefore 
implied that, if only the liquidity factor remained constant, the volume of 
money would at last tend to become stabilized. Lest a false view be obtained 
of the actual experience since the budget, it is as well to emphasize that it did 
not imply an actual contraction of the volume of money, as many people 
wrongly supposed. If the Government, after providing finance for the invest- 
ment outlays of the public sector of the national economy, still had a surplus 
and thus repaid indebtedness to the banks, it was to be expected that the 
finance of the private sector would require a correspondingly increased volume 
of bank finance. Otherwise, the capital account for the whole economy would 
not be in equilibrium. Sir Stafford’s budgeting had been based on estimates 
indicating equilibrium for the calendar year 1948.* After this budget, therefore, 
there seemed some reason to hope that the end-1g48 bank balance sheets 
would show oniy such further credit a as was reasonably necessitated 
by the rising demands for liquidity ; that most, if not all, of any credit creation 
would be re presented by additional ai advances ; and that, to make room 
for these rising demands from the private sector, there would probably be 
some net repayment of Government indebtedness. 

The actual experience has been very different from these expectations. As 
the accompanying series of tables shows, the sophisticated estimates framed 
after the budget have not been much nearer the truth than the Bas. apse 
guesses which the City was making at this time last year. The year’s net 
creation of credit has, in fact, been of roughly the same extent as that of 
1947. Aggregate net deposits of the clearing banks have risen by £231 millions, 
or 4.1 per cent., to the new high level of £5,913 millions ; in 1947 they rose 
by £243 millions, or 4.5 per cent., and in 1946 by £779 millions, or 16.7 per 
cent. Even more remarkable than the year’s actual rise in deposits is the 
manner in which it has been generated. The early months of the year seemed 
to provide strong support for the view that any net credit creation would be 
attributable to rising demands from industry. In January and February 
bank advances rose by no less than £67 millions, yet, thanks to a record rate 
of tax collection (and to the then continuing heavy drain on gold and dollar 
reserves), Government repayments were on such a scale that deposits were 
contracted more rapidly than ever before—by £222 millions in the two months. 
In the second quarter of the year, however, the rise in advances was running 
at less than half its 1947 rate; and for a period of five months thereafter it 

‘topped altogether. The year’s increase, at £172 millions, was substantially 
less than the record rise of £225 millions experienced in 1947. Moreover, for 
the first year since 1939, there was a contraction in the investment portfolio 
it dropped by £44 millions, contrasting with an expansion of 456 millions 1 
1947 and £193 millions in 1946. 

in other words, although the net credit creation in 1948 was about the same 
as in 1947, the proportion represented by additional advances declined from 
93 per cent. to about 75 per cent. If the change in the investment portfolio is 
also brought into the reckoning, the 1948 proportion drops to 72 per cent. and 
the contrast with 1947 becomes even more marked——for then the increase in 
advances and investments, taken together, actually exceeded the increase in 
net de posits by ne arly £40 millions. If it is assur ned that, on balance, bank 
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purchases and sales of investments now reflect, directly or indirectly, dealings 
with members of the public as distinct from Government agencies, this means 
that in 1948 non-Governmental requirements for bank finance absorbed, on 
balance, less than three-quarters of the year’s new credit—plus, however, a 
moderate additional proportion for finance provided by the banks against 
commercial bills or by way of loans against securities sold by the public to the 
discount market. Unfortunately, the amount of this indirect financing of the 
private sector of the economy cannot be precisely measured. But it is cer- 
tainly not large enough to vitiate the broad conclusion, more fully discussed 
in an article in THE BANKER last month, that a substantial part of the new 
credit was absorbed by the Government; during the nine months of the 
current fiscal year, moreover, the Government’s apparent share has exceeded 
three-quarters. In 1947, by contrast, the Government appears, on the same 
assumptions, to have succeeded in moderately reducing its indebtedness to 
the banks. 

TABLE I 

CLEARING BANKS: CHANGES IN ANNUAL PERIODS 
(£ millions) 


1941 1942 1943 1944 1945 1946 1947 1948 
Deposits es -- +529 +299 +403 +513 +305 +836 +249 + 265 
“ True’’ Deposits .. +500 +280 +386 +519 +291 +779 + 243 231 
Cash es aa -- + 42 + 24 + 32 + 78 + 36 - 37 + 2 
Money MRt. Assets o- = EFF = OF 56 + 62 +276 +421 +234 — 47 
Call Money .. -- —- 17 + © + G9 + 48 + 54 +180 + 48 + 6 
Bills .. ie o- —- 94 + 26 - 65 + 14 +223 +241 + 183 —- 52 
TDS: ss a -. £445 +138 +411 +360 ~1I4q4 + 36 -— 272 + 109 
Invests. and Advances .. +128 + 88 + 4 + 22 +1730 +359 +28r +168 
Investments -»+ +227 +122 + 33 + Ir + 69 +193 + = - 5 
Advances... -- — 99 — 34 - 30 + Ir + 61 +166 +2 + 172 


The whole of the indicated increase in Government borrowings has taken 
the form, eventually, of Treasury deposit receipts, for the banks’ money market 
assets have actually declined moderately ; cash holdings, owing to the fortui- 
tous effects of sharp stringency on December 31, were virtually unchanged. 
The T.D.R. issue, indeed, has sharply reversed its 1947 trend, rising steadily 
from a post-war low point of £1,201 millions last February to £1,511 millions 
by end-December last—{109 millions above its end-1947 figure, and its highest 
level since early 1947. Meanwhile, the outstanding total of tender bills has, 
for the first time since pre-war days, shown no significant increase ; at the 
year-end it stood at the same seasonal peak—{2,250 millions—as at end-1947. 
The balance between bank holdings of T.D.R.s and of money market assets 
will, however, be redressed to some extent in the current quarter, thanks to 
the improvement effected last June in the T.D.R. system. By making T.D.R. 
issues with lives varying from five to seven months, instead of the six months 
which was the only currency previously, the authorities are able to prevent 
the phases of heavy revenue collections from causing undesirable gaps in the 
flow of T.D.R. maturities. In the second half of June a proportion of the new 
issues was for periods of seven months, while later in the year there were 
issues for five months, with the result that maturities in the ‘“ revenue ” 
quarter of 1949 are much larger than in any corresponding period previously. 
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Several bankers in their year-end surveys have referred to the special 
Treasury operations of last March in terms which suggest that they are regarded 
as a sufficient explanation of the year’s increase in Government borrowing, 
On March 1 the Government repaid the £300 millions of 3 per cent. Conversion 
Loan which had been called for redemption on its earliest date. Simultaneously, 
it had to find virtually the whole of the £150 millions which the Argentine 
authorities transferred to the railway companies on that day in payment for 
their properties in Argentina (about two-thirds of this sum was provided by 
the advance payment made to Argentina on behalf of the Ministry of Food, 
and the balance came from Argentine balances previously lent to the British 
Government). The effects of the first operation had, of course, been spread 
by the authorities over a period of several months, by the usual process of 
buying up the maturing bonds before redemption. But for these operations, 
the reduction in bank deposits in January and February would have been 
even larger—probably much larger, for at March 1 only about half the maturities 


TABLE II 
CLEARING BANK LIABILITIES 

(£ millions) 

oo" DEpos!Ts * ———————-\_ ACCEPTANCES, 
Increase Increase Etc. 
At Dec. 31 1938t 1946 1947 1948 in 1948 since 1938 1947 1948 
% % 

Barclays a «+ 429.3 1171.7 1236.6 1262.8 #.2 194 38.1 47.8 
Lloyds its -+ 391.9 I0I2.9 1070.9 1122.6 4.8 187 2.0 56.6 
Midland ee oo @68.9 3248.2 2252.2 1326.3 5-4 182 57-0 62.9 
Nat. Provincial -- 305.3 726.3 754-4 768.1 1.8 I52 23.6 26.3 
Westminster os 360-4 7769.2 791.9 837.3 4.9 I40 35-0 29.9 
Martins a Bs 99.1 253-1 271.4 288.2 6.2 Igr 22.3 23.6 
District we os 82.1 210.7 212.4 225.6 6.2 175 6.5 6.7 
W. Deacon’s son 37-5 104.6 106.7 119.9 I12.4 220 4.3 2.8 
Glyn Mills .. om 32.4 63.9 63.9 75.0 I7.4 132 5-7 6.9 
Coutts - re 23.0 52.5 49.6 52.0 4.9 126 4.5 1.6 
National 36.7 67.4 70.4 72.2 r.2 94 0.4 1.1 


*, Excluding balances from subsidiaries and excluding profit carried forward. 
+ Weekly averages for December. 


still remained in private hands. The seasonal inflow of revenue and the large 
receipts from drafts on overseas assets sufficed to finance this remainder, with 
the result that the March statement of the clearing banks revealed an increase 
in deposits only just equal to the amount of the Argentine disbursements. It 
should be noted, incidentally, that these disbursements were very unevenly 
distributed among the individual banks; and, since this unevenness was 
bound to persist for some months (until the recipient companies could complete 
the formalities necessary before the funds could be disbursed to their stock- 
holders), the usual method of Government finance, by T.D.R.s, was inappro- 
priate. The authorities therefore took the unusual course of financing a large 
part of the operation by special issues of tap bills to the banks concerned, 
these bills being repaid and replaced by T.D.R.s only as and when the release 
of the moneys to stockholders restored a more normal distribution of deposits 
in the banking system as a whole. 

So long as the funds remained immobilized in the deposit accounts of the 
Argentine rail companies, it was reasonable to regard a corresponding part of | 
the increase in total deposits as of purely technical significance. Moreover, if 
public demands for liquidity had not increased, the release of the Argentine 
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funds for general circulation ought to have produced a tendency for total 
deposits to return to their original level, because reinvestment by stockholders 
would in that case have created conditions in the market in which the authori- 
ties could have lightened their own portfolios of gilt-edged and redeemed a 
corresponding part of their earlier borrowings from the banks. In addition, 
it was to be expected that part of the Argentine moneys would be used to repay 
bank advances—and there are some indications that such repayments did in 
fact occur. A similar sequence might have been expected to flow, with a much 

TaBLeE III 

MAIN EARNING ASSETS 
(£ millions) 


INVESTMENTS* —_ oo " ADVANCES + ales 
Change Change 
At Dec. 31 1938} 1947 1948 172 1948 1938+ 1947 1948 in 1948 

o oO 

0 o 
Barclays ; ; 98.4 296.0 291.8 1.4 197.6 241.2 284.7 18.0 
Lloyds ‘ 109.9 279.2 294.7 1.6 163.5 192.2 226.1 + 17.7 
Midland wa 122.0 288.6 289.2 2 207.4 268.8 310.5 13.6 
Nat. Provincial ; 84.0 156.3 144.0 7.9 139.4 185.2 196.2 + 5.9 
Westminster . S2 207.4 223.1 +7.6 133-4 149.2 165.2 + 10.7 
Martins ‘ 35-1 68.9 69.0 0.1 43-5 60.4 65.1 + 7.8 
District a - 29.3 70.9 68.1 — 4.0 3.2 37.3 44.8 + 718.4 
W. Deacon's as 11.6 32.9 35:4 +7.7 (4.4 19.1 20.9 9.0 
Glyn Mills... ah 10.7 21.6 21.9 +1.6 9.6 14.6 3:3 -— 8.6 
Coutts ae 6 7.6 18.2 18.8 + 3.3 9.3 9.4 o.7 + 7.5 
National i ne 2 31.4 3f.9 + 2.2 17.1 19.3 21.6 + 7117.8 
* Excluding ‘‘ Trade ’’ investments, etc. + Excluding balances with, or loans to, subsidiaries. 
t Weekly averages for December. 
TABLE IV 
LIQUID ASSETS 
(£ millions) 

Cash Ratio* Call Monev Discounts T.D.R.s 

At Dec. 31 1947 1948 1947 1948 1947 1948 1947 1945 
0 os 
/O /O 

Barclays .. a 8.66 8.33 77.0 78.7 206.4 167.1 279.0 302.0 
Lloyds si a 8.50 7.42 79.2 89.6 148.2 135-5 230.5 253.0 
Midland a 8.49 8.29 74.2 71.8 209.4 212.9 292.0 307-5 
Nat. Provincial .. 8.45 8.62 70.4 725% 83.8 82.6 166.0 175.0 
Westminster ‘ 7.90 7.44 90.0 82.7 82.6 79.2 180.0 202.5 
Martins as ; 9.09 8.55 23-7 27.0 27.8 29.3 50.0 64.0 
District aa a 8.45 8.41 11.9 15.2 24.5 22.9 15-5 50.5 
W. Deacon's 8.68 8.59 12.1 10.9 6.0 0.3 22.5 25.5 
Glyn Mills .. me 7-97 8.08 10.0 15-7 [2 2.6 9.0 10.0 
Coutts a3 a 7.90 8.32 9.6 10.7 1.5 1.5 0.5 6.0 
National 8 .0r 8.58 15.0T 11.5f 1. ee 1.0 1.0 


* As officially computed, i.e. based on deposits as defined for purposes of the monthly statements. 
+ Treasury bills included with call money. 


shorter time-lag, from the redemption of public holdings of the 3 per cent. 
Conversion Loan. 

For these reasons, the special operations of last March are not, in them- 
selves, a satisfactory explanation of the year’s credit trends. As last month’s 
article showed, if official monetary policy had remained strictly passive and 
if liquidity demands had not increased, much of the credit created in March 
would have been extinguished before the year-end. In fact, neither of these 
conditions obtained. In the spring and early summer, the uneasiness aroused 
by the “‘ once-for-all ’’ capital levy on the one hand, and the Berlin situation 
on the other, provoked a marked public demand for liquidity. Although it was 
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clear that the gradual release of the Argentine funds would eventually meet 
at least part of these demands, the authorities permitted a further and even 
larger expansion of credit: in the last nine months of the year net bank 
deposits rose by no less than £304 millions, and only {£79 millions of this was 
attributable to the growth of bank advances. The result was a strong recovery 
in the gilt-edged market in the second half of the year, and a simultaneous 
rise in equity values, movements which plainly ‘showed that the credit 
expansion was larger than it need have been—even by present-day principles 
of cheap money. 

Owing chiefly to this rather lax monetary policy, the banks during 1948 
were employing a record volume of resources. As Table V shows, they had 
the benefit not only of the huge volume of deposits created in the Daltonian 
regime, but of {250 millions besides, raising the year’s average net deposits 

TABLE V 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 


At December 31 Average of Months 

1938 1947 1948 1938 1947 1948 

Deposits = 2253-9 5934-5 0199.5 2277 5050 5913 
‘ True ”’ Deposits * 2188.0 5082.1 5913.! 2217 5463 5713 
Cash as 243.4 501.8 501.5 241 474 486 
Money Market Assets ‘ ; 409.8 1272.9 1226.3 431 1172 1217 
Call Money .. ‘ 159.5 179.0 485.1 151 450 473 
Bills .. 250.3 793-3 741.2 250 722 744 
Treasury De an sit Receipts 1288.0 1397.0 1308 1284 
Invest Advances ; 1601.3 2638.4 2856.0 1613 2581 2798 
ommpastane a “2 635.0 1482.8 1478.2 637 1474 1479 
Advances ‘ : 966.3 1205.6 1377-9 970 1107 1320 


* After deducting items in course of collection. 


by 4.6 per cent. to £5,713 millions. This gain was, of course, much smaller 
than the large rise in the average between 1946 and 1947 ; but it was relatively 
more profitable. The average level of advances during 1948 reflected the 
steepness of the curve during the fifteen months to last March. The average 
increase for the year, at {212 millions, or 19.2 per cent., was, indeed, only a 
little smaller than that of 1947. Hence a much larger proportion of the year’s 
average gain in deposits was employed in this most remunerative form—85 
per cent., compared with 41 per cent. 

The slackening in the rise in advances has not, therefore, yet had any 
significant effect on bank revenues. There is, of course, a constant pressure 
on the banks to reduce their charges for advances ; but, in view of the higher 
level of gilt-edged yields since the collapse of the Daltonian drive, the effect of 
this pressure has probably been less marked than it was in 1946 and 1947. 
The quality of the advances has called for closer attention than for some years 
past. The slackening of inflationary pressures brought to light some over- 
production in certain marginal trades ; and provisions for bad and doubtful debts 
have begun to figure again as a significant item in profit and loss accounts. 
Difficulties in the radio industry, light engineering and building have all 
involved losses for the banks in the past year. Even so, it is certain that net 
revenue from advances has shown a further substantial rise. 

The average gilt-edged portfolio has been slightly higher during the year, 
but the effects of this upon earnings must be set against the slight loss of 
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interest caused by the Treasury’s switching, in the previous year, from T.D.R.s 
to Treasury bills. Despite the decline in Stock Exchange turnover, revenue 
from miscellaneous commissions is likely to have been larger. The overseas 
departments of the banks have remained very active, and their revenues have 
been increased by the higher scale of charges adopted last April. In addition, 
there has been a slightly larger return from discounts of commercial bills, the 
volume of which continues to expand. 

On the other hand, the steady rise in the salary bill and in general charges 
shows no sign of abating. The cost-of-living cash payments to staff aggregated 
13} per cent. of basic salaries, compared with 12} per cent. in 1947, this being 
superimposed upon a salary charge which is now mounting particularly fast 
in consequence of the much-discussed “ bulge’’ in the age-distribution of 
staff. General running costs—rates, stationery, printing, etc.—have all been 


TaBLE VI 
PROFITS AND APPROPRIATIONS 
(£ 000’s) 
Contingencies Reserve Fund 
Net Profits Dividends Premises and and 
Rate % Net Cost Pensions Carry Forward 
1947 1948 1947-48 1947 1948 1947 1948 1947 1948 
Barclays .. is 1638 1880 14 1146 1146 500 —s Nil - 8 734 
Lloyds... as 1636 1674 12 988 988 150 =—s Nil 497 686 
Midland .. wis 2003 2026 16 1334 1334 650 675 19 17 
Nat. Provincial .. 1348 1383 15 782 782 550 200 16 401 
Westminster ne 1391 1432 18 855 855 500 550 36 27 
Martins .. a 712 720 15 343 343 300 86375 69 2 
District .. a 504 525 184 286 286 220 120 -2 120 
W. Deacon’s oc 247 252 124 129 129 Nil Nil 118 123* 


* Plus {225,000 from inner reserves, making Reserve Fund equal to paid-up capital. 


higher, and, in addition, the banks are now facing large outlays for delayed 
repairs to premises, not to mention the re-building which is urgently required 
in many instances and is being undertaken as ‘and when general building 
conditions permit. 

Despite these adverse factors, there is no doubt that 1948 has been a 
profitable year. The increase in net revenues has certainly been less than that 
experienced in 1947 (ignoring, however, the important effects of investment 
depreciation in that year), but has probably been larger than the published a 
profits, taken as a whole, suggest. As will be seen Sonath Table VII, aggregate 
profits of the Big Five banks rose by 4.4 per cent., but one bank— —Barclays— 
showed an increase much larger than the rest. It has been stated that Barclays 
made certain special payments in 1947 which had the effect of relieving the 
subsequent accounts ; but it is also noteworthy that in the past its published 
profits were a good deal smaller in relation to the scale of its activities than 
were those of the other big banks. As a measure of the minuteness of the 
margins from which bank profits are built up, it is worth noting that this 
year’s aggregate published profits of the “‘ Big Five’ are equivalent to 0.158 
per cent. of their year- -end deposits. The similar ratio for Barclays in 1947 
Was 0.132 per cent. ; now it is 0.149 per cent. It may be a coincidence, but 
it is certainly appropriate, that this alignment should have occurred at the 
time when, in consequence of the new Companies Act, the publication of con- 
solidated balance sheets has revealed (what informed observers have long 
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known) that the Barclays group disposes of by far the largest aggregate of 
deposits—its total of £1,740 millions compares with the Midland’s {1,521 
millions. This transposition of the relationship shown by the figures of the 
two parent banks alone reflects Barclays’ large stake in overseas 
banking, principally, of course, through Barclays (D.C. & O.); the Midland, 
of course, has no direct representation outside the United Kingdom. 
Because of the extent to which published profits are subject to inner reserve 
policy, THE BANKER no longer publishes detailed calculations of ‘‘ grossed-up ” 
profits (i.e. figures obtained by adding back to published profits the presumed 
charges for income-tax and profits tax) ; but, as a very rough indication of 
the long-term trend, it may be noted that published profits thus adjusted have 
risen since 1939 by roughly 40 per cent. 

The changes of form which the new Act has produced in the accounts are 
not of great significance, though all are welcome improvements. The banks 
have been required to segregate into a capital reserve such portion of their 


TABLE VII 
“ BIG FIVE” PROFIT COMPARISONS 

? Change 
1944 1945 1940 1947 1945 im 1945 

£ £ f f f % 
Barclays 1,673,352 1,740,594 1,676,403 1,637,706 1,879,943 +14.8 
Lloyd . 1,655,400 1,629,959 1,583,178 1,635,012 1,674,329 + 2.4 
Midland .. 2,038,274 2,050,274 1,987,148 2,002,570 2,025,728 + 1.2 
Nat. Provincial 1,270,670 1,356,025 1,331,071 1,347,929 1,383,387 2.6 
Westminster 1,366,907 1,405,592 1,366,622 1,391,070 1,431,532 + 2.9 
8,004,603 8,188,444 7,944,422 8,014,893 8,394,919 + 4.7 


reserves as can be identified as having derived from share premiums, a change 
which may explain the noticeably larger proportion of undistributed profits 
which several banks, notably Barclays, are this year placing to free reserves. 
Quoted investments are now separated from unquoted (and some banks 


indicate the amount of tax reserve certificates included in the latter). Con- 


solidated profit and loss accounts accompany the consolidated balance sheets, 
but Lloyds and the Westminster publish instead the several accounts of their 
subsidiaries. Total emoluments of directors are now disclosed and, except 
for Barclays, the Big Five banks show variations which are very broadly 
in line with their differences in size—ranging from the National Provincial’s 
£58,725 to the Midland’s £83,304. Barclays’ figure of £182,314 reflects that 
bank’s decentralized system of local head offices, and includes the salaries of 
the full-time executives of those offices who are also members of the central 
board of directors. In other banks, the counterpart of this executive work is 
mainly done by senior officials who are not directors. Several of the banks 
have given the special notice, required by the new Act, of resolutions proposing 
the re-election of directors aged 70 or more. 





The experience of the discount market will, as last year, be surveyed m 
detail in a later issue when the accounts due to be published during the next few 
months are available ; but the profit statements and balance sheets of the 
‘ Big Three ’’ companies are summarized in a table which appears on page 129. 
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How the Intra-European Payments 


Scheme Works 
By Francis Rona 


T the crossroads of Europe, opposite the Centralbahnhof of Basle, the 
A tnree-storied building of the Bank for International Settlements provides 

the headquarters for the administration of the Intra-European Currency 
Compensation Scheme. In the Agreement on Intra-European Payments, con- 
cluded in Paris on October 16, 1948, the Governments of the sixteen countries 
within the Organization for European Economic Co-operation, as well as the 
Military Authorities of Western Germany and the Free Territory of Trieste, 
accepted the objective of promoting multilateral trade within the group by 
means of a system of compensation (i.e. clearing) of foreign currency balances 
accruing to their respective central banks. The agreement (set out in Cmd. 
7546) also designated the B.I.S. as the sole agent, under the authority and 
direction of the O.E.E.C., for carrying out the compensatory transactions in 
foreign currency balances (‘ devisen’’) between the central banks. The 
writer recently had an opportunity to enquire into the operation of this 
system on the spot, and this article describes briefly how the principal pro- 
cesses work in practice—ignoring, however, some of the more intricate 
details. 

As is well known, many countries, especially European countries, have used 
the widespread system of “ bilateral’’ payments agreements as a means of 
ensuring that a large part of their external trade is conducted without strain 
upon their gold and foreign exchange reserves or, alternatively, of confining 
the demands upon these reserves within defined limits. These arrangements, 
by requiring the payments between each pair of trading partners to be kept 
more or less in equilibrium, necessarily tended to reduce the volume of trade 
to the lowest common denominator. The intra-European compensation 
scheme—which was both made possible by, and became a condition of, the 
granting of Marshall aid—sought to cut through these bilateral fetters on trade 
within the O.E.E.C. group. By ensuring a given transferability of foreign 
currencies to third countries and by arranging for the central banks of creditor 
countries to provide ‘‘ drawing rights ’’ for central banks of debtor countries, 
the scheme provides scope for the member countries to expand their imports 
and exports multilaterally within the group, so that trade tends to follow more 
natural—or at least less arbitrary—channels, determined more by considera- 
tions of relative prices and market conditions and less by the exigencies of 
bilateral equilibrium. 

Compensatory settlements under the agreement—operated by the B.LS. 
as agent of the O.E.E.C.—are carried out in the following way. Every central 
bank of the member countries maintains a single special account in the name 
of each other central bank for all transactions subject to compensation. This 








_ *Mr. Rona’s article is concerned with the mechanics of the intra-European payments system. 
Some comments upon its underlying principles will be found in the editorial article ‘‘ Sterling 
lor Europe’ (especially on pages 83-84), where certain defects are indicated.—Ep. 
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‘one account ’’ system permits an easy survey of all relevant transactions. 
On the last day of each month the central banks of member countries telegraph 
to the B.I.S. the amounts of the credit and debit balances available for com- 
pensations on these accounts. The first task of the B.I.S. is to reconcile the 
statements from the several banks. If the reconciliation reveals unexplained 
differences, it communicates with the central banks concerned. Only when 
these differences have been resolved can the actual compensation be attempted. 

The compensation, of course, means the offsetting, or cancelling one against 
another, of credit and debit balances in various currencies claimed or owned 
by central banks. But not all of the cancellations are automatic. Two categories 
of compensation are recognized. The “ first category "’ is automatically 
operated by the B.I.S., as agent, without reference to the central banks con- 
cerned. It relates to all compensations which can be arranged without having 
the effect of increasing the indebtedness of any central bank to any other. 
Where, however, owing to the necessary transfers of currency between third 
parties, such an increase would arise, the compensation is of the second category, 
and requires the prior consent of all parties. 

“ First category ’’ compensation therefore means such an off-setting of 
debit and credit balances of contracting parties as leads to an all-round reduc- 
tion of debit balances of some of the central banks and to a corresponding 
decrease in credit balances of other central banks. The B.1.S., in making these 
automatic compensations, is authorized to use the “ drawing mghts ”’ which, 
under the system of ‘‘ conditional ’”’ Marshall aid devised as part of this whole 
mechanism, certain central banks, of creditor countries within the group, 
agreed to provide for certain debtors. But, if the B.I.S. thus utilizes the 
drawing rights (in effect, gifts by the contributors) to reduce the relevant 
debit balances, it must not thereby cause an increase in any central bank's 
holding of the contributor’s currency. 

A “‘ second category '’ compensation can be carried out by the B.I.S. only 
if the transaction is approved by the country whose indebtedness to another 
country (or more than one country) will thereby be increased. The reason 
for this provision in the agreement—of particular importance for Britain— 
is that what was called the ‘‘ automatic multilateralization of drawing rights ” 
might have had the anomalous result of compelling a country which had made 
grants in its own currency to particular third parties, to make payments itself 
to other third parties in gold (or hard currencies). This possibility arose from 
the operation of those agreements, such as the Anglo-Belgian agreement, 
whereby a third country is entitled to claim gold in settlement of any balance 
due from another country in excess of an agreed amount. For example, if 
country X, having already a credit balance in sterling, obtains through the 
process of compensation an additional amount of sterling in settlement of a 
debt from country Y, then the Bank of England may have to pay, under an 
existing monetary agreement with country X, an additional amount in gold 
in settlement of the sterling debt. Whether it would in fact have to do s0 
would, of course, depend upon how near country X’s original sterling balance 
was to the agreed “ gold point "’. In the case quoted, therefore, no compensation 
could take place without the consent of the Bank of England. 

The following tables 's illustrate the operation of the Compensation Scheme 
for a certain currency; e.g. sterling. Table I shows, for five countries, the 
sterling debits or cre dits which have arisen between each of them and each 
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of the others. It will be seen that country A owes B £5 millions, but has an 
equivalent claim on Britain; the B.I.S. therefore settles A’s debt by trans- 
ferring this claim to B. B, in turn, owes Britain £7 millions, and hence can 
settle all but £2 millions of this by surrendering its newly-acquired claim. But 
C also has a debt to B (of £3 millions) which is balanced by a claim against 
Britain ; by a similar compensation, B is therefore able to clear its residual 
debt to Britain and still has £1 million available towards discharging its £2 
millions debt to D. D’s debt of £8 millions to A cannot be discharged by any 
comparable compensation, but its f{10 millions debt to Britain can be set 
against the {20 millions balance still available of the ‘‘ drawing rights ’’ which 


TABLE I 
POSITION BEFORE CURRENCY COMPENSATION 
(£ mns.) 
Countries claiming sterling Drawing rights 
U.K. A B Cc D Total granted by U.K. 
Sterling Debtors : 
U.K. i , 4 5 7 3 10 9 ad 
A ; ; — 5 x 5 - 8 8 Nil 
B si or 7 -~ 5 < 3 2 Nil 
C ar a3 - 3 - 3 x Nil 10 
D a ae 10 8 —~ 2 - x 16 20 
fotal Credits or Debits .. 9 8 -1 Nil — 16 30 


The above table shows every relation twice—once from the standpoint of each sterling creditor, 
which can be scen by reading down the appropriate column, and once from the standpoint of 
each sterling debtor, seen by reading a:ross the table. It will be noted that a minus sign in < 
vertical column indicates a debt, whereas in the horizontal columns it indicates a credit (e.g. } 
owes {7 millions to the U.K.). 


TABLE II 
POSITION AFTER “ FIRST CATEGORY ” COMPENSATION 
(4 mns.) 
Drawing rights 
U.K. 4 BR Cc D Total still available 
Sterling Debtors 
U.K. - - - - - oO 
A ia j - ‘ _ - - 8 8 Nil 
B : : I I Nil 
C — - ‘ oO 10 
D sid is - 8 - 1 - Xx 7 10 


Britain has granted to it as part of the scheme of conditional E.C.A. aid 
(whereby an equivalent part of Britain’s aid from America is made conditional 
upon such grants to Europe). If D wishes to use its drawing rights also for 
the purpose of settling its debt to A, only £5 millions can be transferred 
without the prior consent of the United Kingdom, as A’s new balance, up to 
that point, would not exceed the amount of its original claim of £5 millions 
against Britain. If the whole sum of £8 millions is to be transferred, £3 millions 
would fall into the ‘ second category" compensation, and would require 
Britain’s approval. 

The central banks agree among themselves the rate of exchange for com- 
pensatory transactions, and notify the Agent. The B.L.S. is requested to submit 
monthly reports to the O.E.E.C. on the completed operations, together with 
general observations upon the nature of the transactions and the functioning 
of the scheme, and any suggestions for improvement. The detailed reports 
are strictly confidential and are not published, because the participating 
countries are opposed to any disclosure of their position, lest a hint be given 
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to currency speculators. The drafts on drawing rights, however, are published 
inonthly. Since other details are withheld, it would be useful if the O.E.E.( 
n Paris could publish a statistical summary of the results of the working of 
he scheme, possibly showing the extent of additional intra-European trade 
tinanced by compensation. Such a general survey might be particularly 
valuable in connexion with the coming debates in Congress on the E.C.A. 
system as a whole. 

[he common clearing system for the O.E.E.C. countries is certainly a 
stabilizing factor. By removing obstacles to trade between members, it is 
making for a restoration of equilibrium in their balances of payments. 
Obviously, the scheme is very far from being a perfect substitute for the free 
onvertibility of currencies within the O.E.E.C. countries. Some officials of 
he B.I.S. regard it as a stop-gap for the years until 1952, when the provisions 
i the Bretton Woods Agreement for the freeing of all current transactions 
from — control are due to come into force—though whether that will 
n fact happen depends on many conditions which cannot yet be foreseen. At 
present, many bilaterally-minded countries are still apt to athirm the necessity 
of carrying out trade adjustments and of canalizing commercial transactions 
with a view to improving the position of their own balance of payments. 
Meanwhile, in the absence of a multilateral trading system, due consideration 
is to be given to achieving the maximum expansion of intra-European trade 
ind to the strengthening of the existing system of compensation. 
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Bankers and Negotiable Instruments 
Ii—The History of Negotiability 
By R. W. Jones 


HE history of negotiability is wrapped up in the history of the bill of 
"T exchange.* The origins of this instrument of commerce are lost in 
antiquity, but there is no doubt that, from a very early stage, documents 
resembling bills of exchange were used in international commerce as a means 
of avoiding the risks and inconveniences of shipping precious metals abroad 
for the purpose of settling accounts. Traders were looking for a ready way of 
meeting their obligations to distant creditors, and they sought, too, a means 
of paying at a time to come. To this end an English merchant would agree to 
put a foreign money changer in this country in funds in exchange for a letter 
addressed to the latter’s correspondent at a foreign place, requesting the 
payment of a specified sum to the merchant’s overseas creditor. In such a 
transaction there can be seen some characteristics of the modern bill of exchange 
without, however, its main elements. This product of the Middle Ages was 
payable to a particular beneficiary only, and was not transferable. Gradually, 
the practice arose of making such documents payable to the foreign creditor 
or to his named agent. Here entered the element of transferability, but still 
no symptom of negotiability was present, for the agent had to ev idence his 
,uthority before he was paid. 

The first tentative approach to negotiability was made in the sixteenth 
century, when the payee was permitted to indorse the document with a 
direction to pay his own nominee or agent, and the latter, armed with such 
authority, was deemed to be the proper person to receive the money—separate 
evidence of his right thereto being dispensed with. But further transfer of 
ownership was not recognized. Hence there was still no negotiability in its 
modern sense, and not even unrestricted transferability. 

During the sixteenth century the bill of exchange came to be recognized 
in the English courts, at first as an instrument not destined to go beyond the 
payee, but, later, as capable of transfer by successive indorsees and of being 
drawn payable to bearer. The courts were diffident, however, about casting 
side the two basic legal principles, mentioned in last month’s article, which 
stood in the way of full negotiability. If an instrument was to have this 
quality, the law had to turn a blind eye upon the principle that a person in 
wrongful possession of another’s property cannot endow a third party taking 
such property with any rights to it. It also had to jettison the principle that 
the only persons entitled to sue on a contract are the parties to it. When, 
eventually, these hurdles were taken, and bills of exchange became negotiable, 
the judiciary set its face against extending the exceptions to any mercantile 
instruments other than bills. For example, the promissory note—older than 
the inland bill —was originally regarded by the courts as not even transferable. 

Sut mercantile custom did treat such notes as transferable, and when, even- 





*A valuable discussion of the history of negotiability, especially in its le gal aspects, will be 
ound in Chief Justice Cockburn’s survey in Goodwin v. Robarts ( 5 L.R. 10 Ex) and in Mr. C. 
H. S. Fifoot’s lectures to the Institute of Bankers in 1938. 








112 ss FHE BANKER 


tually, evidence of this was adduced, the law came into line ; an Act passed 
in 1704 made them transferable in like manner as bills of exchange. 

The beginning of the eighteenth century thus saw the recognition by the 
courts of the bill of exchange and the promissory note as commercial docu- 
ments of title. The rights of the immediate parties—drawer and payee, drawer 
and acceptor—were formalized and understood, resting as they did on mer- 
cantile custom sanctified by the common law. But the rights of third parties 

-the remote parties—were by no means settled. These unfortunates also 
cited the custom of merchants in justification of their claims before the courts : 
but they long pleaded in vain. 

It was left to that great Judge, Lord Mansfield, to give full recognition to 
the customs of merchants in relation to bills of exchange and to impress the 
insignia of negotiability upon such instruments. It was he who ruled that an 
innocent holder for value of a stolen Bank of England note—a species of 
promissory note—was entitled to the benefit of it. Thus was the bank note 
vested with a quality not possessed by goods and chattels—the quality of 
giving a good title to innocent transferees for value. The same judge had to 
deal also with a case of a lost bill payable to bearer, payment of which had been 
stopped by the drawer. He ruled that the innocent transferee for value was 
nevertheless entitled to recover the amount of the bill from the drawer. The 
defence that a bearer bill could not be transferred by the payee and that 
a third party could not get a good title to a bill in disregard of the rights of 
drawer or payee, were brushed aside. The principle of negotiability had 
arrived, embodied in the bill of exchange. 

So by the end of the eighteenth century the bill of exchange was recognized 
in law as a special kind of document of title with two unusual privileges. It 
became exempt from the ordinary rule, first, that no one can pass a good title 
unless he himself has such a title, and exe mpt, too, from the rule that a third 
party cannot sue on a contract to which he is not privy. 

Cheques, which for many years now have been in law merely a particular 
kind of bill of exchange, had, however, a hard fight to squeeze into the privileged 
family of negotiable instruments. The cheque was the lineal successor of the 
old goldsmiths’ promissory notes—documents that had won their first stripe 
for negotiability a punare d years previously. Thus the cheque had some claim 
to be treated likewise. But here, too, the courts inclined to cling to the legal 
doctrine that ordinarily no one can sue on a contract to which he is not a 
party. As late as 1811, it was held that only the payee was entitled to sue on 
a cheque. Not until thirty years after that was it ruled that a third party was 
entitled to sue ; and even then the ruling carried the evolution only halfway 
to negotiability, for such a party remained vulnerable to the true owner if 
he happened to have taken the cheque from someone not entitled to it. Conse- 
quently the cheque still lacked the second essential quality of a fully negoti: able 
instrument—that it confers on an innocent holder for value absolute freedom 
from any prior defect of title. 

In 1860, however, in the case of Keene v. Beard, the cheque was at last 
recognized by the courts as an instrument possessing all the qualities of 
negotiability. It had been argued in this case that a cheque was not on all 
fours with a bill of exchange in that an indorser of a cheque could not be 
liable to a subsequent holder. The court rejected this contention, holding that 
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a cheque possessed all the qualities of negotiability, and that therefore a 
holder could sue a previous indorser. 

It is sometimes stated that negotiability is acquired either by statute or 
by custom. The example usually given of the first method is that of the bonds 
of the old East India Company, by virtue of the East India Company Bonds 
Act of 1811. But the best authorities incline to the view that this statute 
merely endowed the bonds with the quality of transferability, and that the 
superior characteristic of negotiability was accorded to them thereafter by 
the courts. It is likewise a mistake to think that the Bills of Exchange Act, 
1882, impressed bills, cheques and notes with negotiable qualities. This Act 
was almost wholly a “ codifying’’ statute, and, in the present context, 
merely recognized that by the law merchant these instruments were treated 
as possessing such attributes. It is true that, as mentioned earlier, promissory 
notes were made transferable by an Act of 1704, but their enlarged status of 
negotiability was acquired only as a result of proved custom at a later date. 

It can be broadly stated that instruments of commerce acquire the quality 
of negotiability when the courts are satisfied that it is a well-established 
mercantile custom to treat them as negotiable. Thereafter such custom is 
dignified by being recognized as incorporated in that part of the common law 
of the country—that is, the unwritten law—known as the law merchant. As 
we have seen, bills of exchange, promissory notes—including bank notes—and 
cheques have thus acquired negotiable status. 

It is worth remarking that the status of bank notes is often misconceived. 
There seems to be an impression in some circles that a bank runs a risk in 
encashing, say, a £5 Bank of England note for a stranger on account of the 
fact that it may have been stolen and that a “ stop ’’ may have been registered 
at the Bank of England. In truth, the only risk run is that it may bea forgery. 
If it is a genuine note and the bank pays cash for it in the absence of suspicious 
circumstances, the bank will suffer no loss if it has been stolen. It will be able 
to withstand the claims of the late true owner on the grounds that it is the 
bona fide holder for value, without notice, of a negotiable instrument. As 
for the “‘ stop’ registered at the Bank of England, that amounts only to an 
atrangement whereby the Bank undertakes to question the presenter ; there 
is no undertaking to refuse payment. The reasons why a banker will not 
ordinarily change bank notes for strangers are, first, that it is not a species of 
money-changer extracting a commission for the service, and, secondly, that 
it does not wish to assist evildoers in disposing of their booty. There is a leading 
case on this question of cashing bank notes—Raphael v. Bank of England. 
Here a note for £500 had been stolen and changed at a Paris firm of exchange 
dealers. This firm had been furnished with the numbers of stolen notes, 
including the one in question, but omitted to look at the file before cashing 
it. Notwithstanding that the means of detecting the stolen note were available 
to the money-changer, a verdict was given in his favour on the ground that, 
although he was careless, this did not amount to bad faith, particularly as 
full value had been given for the note. Want of care, it should be remembered, 
can never be a bar to a claim on a negotiable instrument unless it amounts 
to dishonesty. 

To the types of negotiable instruments already mentioned, there should be 
added dividend and interest warrants, bankers’ drafts, share warrants to 
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bearer, scrip certiticates and bonds to bearer, treasury bills, debentures payable 
to bearer issued by an English company, and certain bearer bonds issued by 
foreign governments and companies. All these are negotiable by usage as 
recognized by the courts, but evidence that an instrument is negotiable abroad 
will not make it negotiable here ; the usage shown must be that of the English 
mercantile community. 

The case of Simmons v. London Joint Stock Bank is illustrative of the rights 
acquired by anyone who deals in good faith and for value with negotiable 
bearer bonds. The broker of Simmons had pledged some bonds to the bank 
as security for an advance. In fact the bonds belonged to Simmons, who had 
not given any authority for the pledging. In the House of Lords’ hearing it 
was held that the bank was justified in recouping itself for the advance to 
the broker by selling the bonds. For the unfortunate Simmons it was urged 
that the bank was fixed with notice that the broker was exceeding his authority 
in pledging the bonds, it being a matter of common hnendodee that brokers 
were in the habit of holding their clients’ securities. As to this, however, it 
was said: ‘ To lay down as a broad proposition that in every case you must 
enquire whether a known agent has the authority of his principal would 
undoubtedly be a startling proposition. It is of the very essence of a negotiable 
instrument that you may treat the person in possession of it as having , authority 
to deal with it, unless you know to the contrary, and you are not ‘compelled, 
in order to secure a good title to yourself, to enquire into the nature of his 
title or the extent of his authority 

The list of negotiable instruments was once thought to be closed as regards 
instruments of English origin, and it was claimed that the element of negotia- 
bility could not be infused into fresh instruments by usage or custom ; the 
question was supposed to be one of law and not of fact. But it was suggested 
that instruments of foreign origin could be admitted into the charmed checks 
on proof of English custom to treat them as negotiable. This doctrine, however, 
has now been overthrown ; a negotiable status can be attached to new instru- 
ments, whether of English or foreign origin, on proof of English mercantile 
custom to treat them as negotiable. 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 


Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
Capital Fully Paid ~- ~ - - - Rials 300,000,000.— 
Reserves (Banking Department ) : - Rials 900,000,000.— 
Reserves (Issue Depariment) - - - Rials 1,000,000,000.— 


Governor and Chairman of the Executive Board: ABOL HASSAN EBTEHAJ 
Head Office: TEHRAN, IRAN (Persia) 
Over 165 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
transactions, provides special facilities for Documentary Credits, etc., and with its mumerous 
Branches in Iran deals with every description of banking business. 


ADMINISTERS NATIONAL SAVINGS 








yable 
d by 
ze as 
road 
iglish 


rights 
tiable 
bank 
o had 
ing it 
ice to 
urged 
rority 
-okers 
ver, it 
must 
would 
tiable 
hority 
yelled, 
of his 


-gards 
gotia- 
- the 
vested 
circle 


wever, 
nstru- 
cantile 








115 


Fire’s Balance of Payments Problem 
y 
By G. A. Duncan 


N the banking system of Ireland, as of Scotland or any other “ fringing ’ 
[resion, the most important magnitude is the “ foreign balance ’’, if that is 

taken to mean the excess or deficiency of banking assets located outside the 
particular area in question over or under banking liabilities similarly 
‘externally ’’ located. There are naturally difficulties in establishing the 
‘location ’’ of an asset or liability, and one must therefore accept an incal- 
culable amount of error in the published classifications, which would not be 
present if it were a mere matter of separating sheep from goats. If the errors 
were random, we could hope that they would cancel out ; if they were constant 
through time, they would not affect any apparent trend ; but, if they are 
subject to variable bias in the ideas of the classifiers, they can deprive of 
meaning all small variations in the totals. The following figures are not devoid 
of arbitrariness in this sense. 


TABLE |] 
EXTERNAL ASSETS OF ILF.S. BANKING SYSTEM* 
(£ mns.) 

Date Gross Net Date Gross Net 
1932 Dec. i - 150 93 r94t Sept. .. on 165 96 
1933 Sept. i Bie 148 go 1942 Sept. .. ns 193 114 
1934 Sept. ia Ma 137 81 1943 Sept. .. a 221 135 
1935 Sept. es a 136 78 1944 -Sept. .. ay 247 155 
1936 6Sept. ea ai 139 80 1945 Sept. .. ss 281 179 
1937. Sept. ag iia 138 78 1946 Sept. ict 308 195 
1938 Sept. ° ree 130 74 1947. Mar. = det 319 202 
1939 Sept.t ‘ - 128 72 1947 Sept. .. na 307 188 
1940 Sept. ua oe 139 80 1948 Sept. .. ee 296 173 
* Including the Currency Commission and correcting for the change in classification of 

capital introduced from 1935. + Maximum. + Minimum. 


No separate figures of a “fringing” economy’s banking balances are 
available in these islands be fore De cembe r, 1932, from which date begin the 
returns furnished to the Irish Free State’s Currency Commission by banks 
having offices within the Irish Free State. Since that date it has been possible 
to divide the business of such banks into the portions transacted in the Irish 
Free State and “‘ elsewhere’, but it remains impossible to derive from these 
returns and from the banks’ balance sheets figures describing banking business 
in Ireland as a whole, just as the business done in Scotland cannot be 
derived from the Scottish banks’ accounts. The end of 1932, moreover, is not a 
bad starting-point, including as it does the pit of the secondary depression 
induced by ‘the Economic W: ar begun in 1932 and not yet wholly ended. 

The figures are set out in Table I, which shows clearly the slow drain upon 
the banks’ external resources up to the war, the rapid accumulation of such 
assets during and just after the war, and the rate at which they have been 
and still are being drawn down since March, 1947. 

As last year, the cause of this drawing-down has been the heavy purchasing 
of imports, although towards the end of 1948 the ‘‘ buying spree ’’ showed 
distinct signs of slackening. Sales-resistance seems to be stiffening: for 
example, the Christmas trade in Dublin was not nearly so brisk as in 1947. 
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Also, customs duties and quotas suspended during the war are being reimposed, 
and Mr. Morrissey, Minister of Industry and Commerce, has announced in 
New York the coalition government’s intention of pursuing the same narrow 
protectionist policy as its predecessor. The value and volume of imports may 
therefore be expected to have passed the peak, even if no special steps are taken 
to limit them under the influence of the “ balance of payments ”’ witchcraft. 
The disquieting thing is not that many people have chosen, when it became 
possible, to cash the balances involuntarily accumulated during the war, but 
that the volume of exports is obstinately failing to rise, and their value has 
been kept up only by price increases. 


TaBLeE II 
EXTERNAL TRADE OF THE IRISH FREE STATE, 1929-48 
(£ mns.) 
Twelve months ending CURRENT VALUES 1930 VALUES 
Sept. 30: Excess of 
{mports Exports Imports Imports Exports 
1929 rae o1* 48* + 13 56 45 
1939 ‘ oy 42 26 + 16 50 28 
1943 as 27 28 - I 14 16 
1946 . 61 37 + 24 32 19g 
1947 114 40 + 74 52 20 
1945 . 144 45 + 99 65 ¢ 18 + 
* Ending Dec. 31 t Ending June 30. 


Estimates of balances of payments, despite the huge part they play in the 
current literature of economic planning and crystal-gazing, are notoriously 
unreliable either as a description of events or as a foundation for policy—or 
o, at least, it has been found in Ireland. The Statistics Branch of the Depart- 
ment of Industry and Commerce, which publishes estimates of Souther 
[reland’s balances of international payments annually in the Irish Trade 
Journal (from which also the import and export values in Table II have been 
taken and re-calculated), states frankly the deficiencies of cover and accuracy 
affecting each constituent item. However inaccurate they may be, such esti- 
mates may be expected to reflect in some shape or form phenomena so striking 
as the 1947-48 import boom in this country. They do indeed, but in ways 
which serve to show up the inevitable shortcomings of the estimates as much 
as the magnitude of the events. The principal shortcoming, of course, is the 
delay in preparation and publication : only the estimate for 1947 is available 
yet. It shows quite clearly the post-war reversal of the war-time situation. 
Known credits and debits classified as current and capital transactions respec- 
tively showed the following balances in the years 1943-47 inclusive (the plus 
sign indicating a net excess of current imports or a net excess of capital 
acquisitions). 


(£ mns.) 1943 1944 1945 1946 1947 
‘Current ”’ balance F ye — 24 - 28 — 26 - 6 + 41 
“Capital ’’ balance 7 + + 33 + 33 + 40 + 32 -—- 14 


In this table are noticeable the qualitative but not quantitative agreement of 
sign, the premonition of change in 1946 and the sharp reversal in 1947. Two 
points, however, emerge from the detailed figures which are not apparent in 
this summary. 

First, the cashing of sterling assets through the banking system, already 
noted, reflects itself also i in a number of other recorded quasi- -banking or invest- 
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ment transactions, such as the change in the sterling holdings of the Trustee 
and Post Office Savings Banks and the Savings Certificate (Reserve) Fund, 
and encashment of deposits i in the U.K. Post Office Savings Bank and of U.K. 
(and Northern Ireland ?) Savings Certificates. These show net accumulations 
of £5 millions in 1943, £7 millions in 1944, £5 millions in 1945 and £7 millions 
in 1946, but a net encashment of {1 million in 1947. The records of the pur- 
chase and sale of securities through stockbrokers and banks in the 26 counties 
tell the same story: net accumulations of £4 millions in 1943, £5 millions in 
1944, £6 millions in 1945 and £3 millions in 1946, followed by a net decumula- 
tion of £1 million in 1947. 

Secondly, the “ balancing item ”’, which includes the balance unaccounted 
for (in Ireland’s case always so far on the credit side), is large relatively to the 
total, amounting in each of the five years 1943-4 inclusive to 11, 7, 9, 18 and 
15 per cent. respectively of the total of the whole account. 

TABLE III 
“IRISH ” BANKS: COMBINED FIGURES 


(Banks in “ Ireland ”’, including the Central Bank of “ Ireland ’’) 
(£ mns.) 
BusINESS IN “‘ IRELAND ”’ BusINEsS ELSEWHERE 
Sepiember Quarter : 1939 1946 1947 1948 1939 1946 1947 1948 
Capital and Reserves me 10.3 10.8 10.9 2.2 72 8.0 8.1 8.2 
Notes hia 60 ne 16.1 41.0 44.9 44-9 4.0 12.3 52.3 9.1 
Deposits Ke i co Sige SERS Sa0.7 2395.7 42.4 88.9 96.3 102.2 
Other Liabilities .. ie 3- 3 6.0 I1.2 10.1 4:3 3.9 a 4 4.3 
Total Liabilities .. 144. 275.0 297.6 297.9 55-9 112.9 I19.1t 122.8 
Cash and Call Money ; 5.8 ri<7 4.2 11.90 t9.6" 66:6"  63.3* -68.9* 
Bills and Advances = 51.7 §2.1 76.0 92.4 26.7 23-4 ag. 7 33-4 
Investments ‘ . IT.O0 11.9 r2.3 12.0 76.9 221.5 211. 198.0 
Other Assets hy 3.3 4. 5 8.6 8.9 4-7 4.8 4-7 5-4 
Total Assets Si 71.8 80.2 I10.0 25.2 127.9 307.6 306.8 295.5 
Excess of Sterling Assets .. 72.0 164.7 187.7 1972.7 - - - 


* Including all assets, other than securities of the Government of the United Kingdom, held 
by the Central Bank. 

On the imperfect evidence both of impressionistic observation and of 
incomplete statistics, it seems clear that residents of this State have recently 
been cashing in, in a big way, on their war-time accumulations. For the 
reason given in THE BANKER for February, 1948 (pp. 109-110), no realistic 
estimate of the total magnitude of this cashing-in is possible.t The only 
question of importance in this connexion is—Why wouldn't they ? 

Table III shows how the banking returns have been affected. Since the 
separation of business into that done in “‘ Ireland’’ and that done elsewhere 
(practically all in Ireland) is arbitrary and artificial, we may ignore it except 
for pointing out the contrast between the sharp decline in the note issue in 
Northern Ireland since 1945 and its continued increase in Southern Ireland. 
Taking the system as a whole, the expansion of deposits has slackened off 
considerably but not ceased, the totals being £306 millions in 1946, £327 
millions in 1947 and £334 millions in 1948. The net loss of investments (these 





t Professor Duncan’s article last year (‘‘ Irish Banks and the Import Boom ”’) referred in this 
context to “‘ the net balance of exports in the smuggling trade ’’, and to certain other consequences 
of what he refreshing gly calls the ‘“‘ Saxon invasion ’’.—Eb. 
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dropped by {1 million in 1947 and by {14 millions in 1948) has been more than 
balanced by the increase in bills and advances ; these rose by £28 millions 
and {22 millions respectively in the two years, with a more pronounced rise 
in the South than in the North—the deflation of the house- property boom 
and “caution ’”’ on the part of the banks not yet showing any effect. The 
ratio of cash and call money to total liabilities has declined from 20.2 per cent. 
in 1946 to 18.3 per cent. in 1947 and 17.0 per cent. in 1948. 

The most significant event of the year has been the acceptance of an E.R.P. 
dollar loan. The administration of it has increased the banks’ paper-work and 
the powers of the Department of Finance, which now scrutinizes and sanctions 
every dollar expenditure. Correspondingly, our rights to draw freely on the 
sterling area’s dollar pool ceased as from June, 1947, and in the interregnum 
between that cessation and the entry into full operation of the E.C.A. 
machinery, much disturbance was caused to industries relying on dollar 
materials, particularly the assembly of motor vehicles. 

Some points about Marshall aid as it affects this country are particularly 
worthy of notice. The fortunes of war having preserved this government's 
neutrality and added to the wealth of its subjects, there would have been no 
necessity to share in the E.C.A. programme even by a loan were it not for the 
bankruptcy* of sterling: had sterling been made and kept fully convertible, 
all dollar imports demanded in this country could have been financed without 
recourse to an American loan ; corre spondingly , if the convertibility of sterling 
be not restored by 1952, our position will not be different from what it is to-day 
—unless, and to the extent that, there are “ releases ’’ of sterling to provide a 
dollar ration. Secondly, the Government here has shown itself as disinterested 
in the “‘ co-operation "’ aspect of O.E.E.C. as all the other member-governments: 
it is even less inclined than most of them to assist the recovery of other members 
by permitting its subjects to buy these other members’ exports more freely, and 
is just as inclined as they are to build a “ policy ’’ of increased production on 
substituting domestic high cost production for cheaper imports. It has not, 
however, quite reached the cruel absurdity of ‘‘ more serious cheeses 

Thirdly, yielding to the socialistic impulse of the E.C.A. requirements, the 
Government has produced a four-year plan. Its value is neither more nor less 
than that of other similar “‘ plans ’’ : one could think of lots of other figures 
that would do just as well. It does, however, possess the perhaps unique virtue 
that in its compilation no economist was consulted. 

It is not possible in a brief article to consider the details of this four-yeaf 
“ plan ’’, but it has certain features—in common with Ministerial pronounce: 
ments following the new trade agreement concluded in June with the Govern- 
ment of the United Kingdom—that deserve mention. Both contemplate large 
increases in production over the next few years, and concomitantly in exports, 
mainly to the United Kingdom. Both alike seem at first glance to be far too 
optimistic, and to overlook the fact that a planned or achieved increase i 
selected lines of production does not necessarily mean a corresponding increase, 
or even any increase, in total production. Of necessity, also, the plans gloss 
over the difficulty of restoring agricultural productivity, which both recognize 





* We have remonstrated with Prof. Duncan about this phrase, and would have liked to 
substitute ‘‘the inconvertibility of war-time accumulations of sterling’’—over £2,500 millions 


of them But he sticks to his guns, affirming that ‘‘convertibility of sterling has always beet 
technically feasible but politically unprofitable.’’—Eb. 
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as the foundation of prosperity in this country. The unhappy fact is that 
agricultural productivity in Southern Ireland reached about 1goo a plateau 
from which it has never advanced ; indeed, since 1929 the general trend has 
been downwards. 
INDEX OF GROSS AGRICULTURAL PRODUCTION 
Year: 1929-30 1935-36 1937-38 1939-40 1943-44 1945 1947 
Index .. aa 100 104* 95t 100* 87t 97* 89t 
* Maxima. + Minima. 

In 1948 again the livestock population of all natures except poultry has fallen 
by about 1 per cent. and the acreage under all crops, excluding hay, by about 
1} per cent. 

Something more than exhortation and grandiose schemes of investment in 
drainage, fertilization and mechanization is needed to overcome the heavy 
downward pressure on production indicated by these facts. These declines 
have taken place in spite of heavy subsidization, mainly at the expense of the 
urban consumer. This unhappy picture is the natural result, in part, of pre- 
war policies, and in part of the war itself, with its deprivation of fertilizers 
and feeding-stuffs, but it gives no grounds for facile hopes that the volume of 
output can be rapidly increased. (It must be remembered, too, that it was 
part of the pre-war Government’s policy to make feeding-stuffs and fertilizers 
scarce and expensive, and we have no clear evidence yet how the present 
Government will operate, except that the purchase and sale of maize have been 
freed.) 

In part, also, the increase of agricultural production here depends on the 
actions of the Government of the United Kingdom, and it cannot be repeated 
too often that the dead-hand lying on our own output of livestock and livestock 
products has been the U.K. subsidy on “ home-fattened ”’ stock and the 
Ministry of Food’s discriminatory price-fixing. Some of these obstacles, but by 
no means all, have been removed by the new Agreement of June, 1948. Unless 
and until they are all removed, the U.K. population must continue to be less 
well-fed than it might be, and agriculture here more depressed than it need 
be. It is in point that livestock exports during the second half of 1948 have 
been extremely disappointing. 

From the banking and financial point of view the danger-spot in the 
forecasts of the White Paper on E.R.P. (P. No. 9198, Dec., 1948) lies in its 
capital programmes. They seem at first sight to call for a level of investment, 
if it comes off, which, taken in conjunction with health and other schemes of 
expenditure of public money, and with any private investment for which 
toom is left, cannot fail to be drastically inflationary. It is, of course, impos- 
sible to say in advance, since neither we nor the framers of the programme 
know anything concrete about the level of savings. There can be no question 
about the large volume of saleable assets held directly or through the banking 
system by residents of this country, but the owners have hitherto shown 
a marked disinclination to invest them in native agriculture, industry and 
distribution. The new coalition Government came into power a year ago 
with promises of economy in the public finances, and began by lopping off 
some of its predecessor’s most notable extravagances. Since then, however, 
it has undertaken a wide range of commitments which will make the outcome 


ren year’s operations, and still more the Budget for next year, look very 
ilerent. 
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International Banking Review* 


Argentina 


HE Government has been overhauling the administrative system, 
T apparently in an effort to check the deterioration in the Argentine 

economic situation, indicated by the increasing difficulty in balancing 
external payments and by the development of a substantial seannininy money- 
goods gap. Two new secretariats have been created, one to manage financial 
matters and one to take charge of economic affairs. What is sate as the 
“Central Bank System ’”’ is being incorporated in the new Secretariat of 
Finance. Hitherto one of the more important functions of the Central Bank 
has been to supervise Argentine bulk selling arrangements. 

Talks with Britain for the renewal of the Andes Pact, which is due to expire 
in the spring, are being conducted through the British Embassy in Buenos 
Aires. 

Australia 


The Commonwealth Government has called for redemption in London 
three State loans carrying rates of interest of 3? and 4 per cent. Holders have 
been offered in exchange a 3 per cent. stock with a life of 23-25 years at par. 
Applications to convert actually amounted to {10.9 millions. In accordance 
with intentions announced before the issue was made, unconverted stocks to 
the amount of £5 millions are being repatriated to Australia and the balance 
of {2.1 millions is being taken up by the Commonwealth Bank in the new 
stock. The decision not to underwrite the new issue and to make no cash 
issue reflects the continued growth in the Commonwealth’s sterling balances, 
which reached about {240 millions at the end of December, an increase of {£40 
millions from the end-September level. 

The Commonwealth Government has also announced plans for redeeming 
in April £A 59. : millions of 2} per cent. Australian Government stock with a 


final maturity date in October, A new loan is to be issued into which holders 


of the existing issue may convert. 

An official statement shows that since the end of the war capital to the 
value of fA 41 millions has become available in Australia for new ventures, 
while a further {A 105 millions has been offered for expansion of existing 
businesses. Britain is stated to have furnished about £A 32 millions of this 
sum and the United States £A 1g millions. 

Deposits of Australian trading banks rose from £A 668 millions to £A 742 
millions in 1948. Advances increased from £A 336 millions to £A 375 millions. 


Belgium 


Agreement has been reached with the other Benelux countries upon 4 
revision of the timetable for economic union. The date for the realization of 
general economic fusion remains at January I, 1950, but it has been agreed 
that certain restrictions upon economic freedom will need to be retained “after 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ”’, on pages 69-74. 
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that date. These include restraints on the movement of capital and money 
between the two countries. 


Canada 


The $235 million unspent balance of the 1946 loan to Britain may now be 
drawn upon again, at a rate not exceeding $10 million a month. 

Agreement has been reached with the United Kingdom for the sale of 
140 million bushels of Canadian wheat at a price of $2 per bushel in the 1949-50 
season, the fourth and last year covered by the 1946 contract. A clause in the 
contract provides that Britain shall compensate the Dominion for losses 
suffered during the first two years of the contract; talks to determine any 
United Kingdom obligation are to take place not later than July 31, Ig50. 

The Minister of Finance has announced that gold and U.S. dollar reserves 
had risen to $998 millions by the end of last year, or double the end-1947 
figure. The new total includes $150 millions borrowed privately in the United 
States. The Minister pointed out that a continuation of present trends would 
permit the Government to consider further relaxations in trade restrictions 
this year, but gave warning that the snag should not be exaggerated 
and that import and export restrictions and the Marshall Plan must “not be 
considered as final solutions of the Dominion’s pir problems. 


Cuba 


The Government has passed legislation providing for the establishment of 
a National Bank of Cuba and a national currency system. The bank is to have 
an authorized capital of $10 millions, comprising 100,000 shares of $100 each. 
Up to now, Cuba has had a dual currency system with Cuban peso currency 
and American dollars ranking as full legal tender. 


France 


In an effort to stave off pressing demands for wage increases, the Govern- 
ment has launched another effort to restrain the rise in prices. Prices are 
being pegged at the levels ruling at the beginning of the year, and various 
economic controls are reimposed—at least in principle. In some important 
instances, reductions in prices below existing levels are to be decreed. The 
success of the experiment is considered doubtful in view of the lack of machinery 
for enforcing the new orders. 

Permission is being granted to gold producers in French territories to 
dispose of 50 per cent. of their output on the Paris free market. The balance 
must be disposed of for foreign exchange at official world prices. The concession 
has been made to afford relief to producers from the continued advance in 
costs of production. It is contended that sales of gold by French territories in 
the Paris free market do not involve international above-parity transactions 
of the kind prohibited by the International Monetary Fund. 

Legislation is being introduced to improve the working of public under- 
takings. Broadly, the intention is that such concerns will in future operate 
under similar conditions to those applying to private enterprise. They will 
be financially autonomous, will be subject to company law, and will be regis- 
tered in the same way as ordinary companies. 
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The requisitioning measures relating to sterling securities imposed in 1946 
have been withdrawn. 

The French authorities have restored the controls on foreign currencies, 
cheques, etc., brought into France by foreign visitors, in order to prevent 
tourists acquiring French exchange requirements through the black market. 
Holdings will be marked on passports. 

The Government has also decided to raise a loan of Frs. 100,000 millions for 
financing post-war reconstruction. 


Germany 


German Boards are being established to carry out the reorganization of 
the coal and steel industries of the Ruhr under Allied supervision. They 
will have the job of completing the liquidation of the large industrial combines 
of the Ruhr and of setting up instead a number of technically and financially 
self-sufficient concerns on the lines laid down in the Military Law. The functions 
of ownership of the new firms, including the right to absorb additional finance, 
will be entrusted to German trustees appointed by the Military Government 
on the recommendation of the German Boards. 


India 


A delegation from the World Bank is visiting India to discuss the Dominion’s 
application for a long-term loan for the development of rail and river transport, 
agriculture and the strengthening of the merchant fleet. 

A United Kingdom delegation is also visiting India in February to carry 
out the six-monthly review of the sterling agreement and to determine India’s 
future drawings on the sterling area dollar pool. 

Further purchases of U.S. dollars from the International Monetary Fund 
were made by India in November and December, bringing the total of such 
transactions to date to $68.3 millions. 


Netherlands 


The inadequacy of the flow of new capital into industry is causing concern. 
In the second half of last year, the monthly average rate of placings on the 
New Issues market was only Fils. 3 millions, but even this modest amount was 
not readily absorbed. Doubts are expressed whether it will be possible to 
realize the official target of new capital investment to the amount of Fls. 1,000 
millions in 1949 if present restraints on saving—high taxation and low interest 
rates—remain. 

The Dutch Government has protested against the suspension of Marshall 
Aid to the Netherlands East Indies, claiming that all E.C.A. supplies are being 
used solely for the purpose of economic recovery. 

The Netherlands Minister responsible for Indonesian affairs has stated that 
capital investment in the territories during the next five years would total 
Fls. 4,700 millions, of which Fls. 1,800 millions would have to come from 
overseas. The Netherlands itself would be unable to provide this sum and 
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foreign investment would therefore be welcomed. The Minister declared that 
the Republican currency was fast disappearing from circulation in Indonesia. 


Poland 


A five-year trade and financial agreement has been signed with the United 
Kingdom. This envisages an exchange of goods up to a value of £130 millions 
each way in the five years to end-1953, Poland sending to Britain supplies of 
timber, bacon, eggs and other foodstuffs in exchange for raw materials and 
manufactured goods, including capital equipment. Poland has agreed to make 
repayments on account of pre-war debt and to pay compensation in respect 
of British properties nationalized in Poland. Further talks are to be held to 
work out detailed arrangements for debt redemption. 


South Africa 


The Union Government has launched an issue of 3} per cent. Local Regis- 
tered stock, 1965-70, for the purpose of financing capital expenditure on 
railways, harbours and other public works in the Union. 

Plans to raise a dollar loan in the United States have so far not materialized, 
but the U.S. authorities have announced arrangements to assist an expansion 
in South African exports of manganese for U.S. stock-piling—by providing 
American steel for the fabrication in Canada of goods wagons urgently needed 
on the Union’s railways. 


Spain 

The Spanish Government has devalued the peseta simultaneously with the 
adoption of a multiple currency system. Rates have been fixed showing 
increases ranging from 20 to 150 per cent. on the basic rates which have obtained 
hitherto. 

A new payments’ agreement has been signed with the United Kingdom 
providing that all payments between the Spanish monetary area and the 
sterling area should be in sterling. Spain has agreed to ensure that the relation- 


ship between the pound and the U‘S. dollar in all transactions in the Spanish 
monetary area is maintained at the official I.M.F. parity. 


United States 


President Truman’s Budget proposals for the fiscal year to June 30, 1950, 
provide for total expenditures of $41,900 millions, about $1,700 millions more 
than the estimated requirements for the current year. About half of this 
amount is for defence and foreign aid, including assistance to Marshall Plan 
countries of $4,500 millions. After allowing for increases in taxation estimated 
to yield $4,000 millions, it is expected that there will be a revenue surplus of 
$1,175 millions to combat inflationary pressures. 

The President has outlined an eight-point plan for countering inflation 
and has given warning that the country must be prepared to accept more 
stringent economic controls if essential home and overseas programmes are to 
be fulfilled. Of special interest to the banking community is the Administra- 
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tion’s intention to take powers to continue control of consumer credit and 
enlarge control of bank credit. Specifically, the President wants continuing 
authority for the Board of Governors of the Federal Reserve system to require 
banks to hold supplementary reserves up to the limits requested last August 
—Io per cent. against demand deposits and 4 per cent. against time deposits, 
The President also aims at a new and wider authority covering all banks 
insured by the Federal Deposit Insurance Corporation and not merely the 
member banks of the Reserve system. 

The Federal Reserve Board reports a declining trend in demand for bank 
loans ; the increase in business of this type during October and November 
was less than a third of that experienced in earlier years. The Board attributes 
this development to the effect of record levels of profits upon the financial 
resources available to industry. It does not believe it to be any portent of 
business recession. 

Mr. W. W. Aldrich, chairman of the Chase National Bank, has urged the 
“ Jengthening ”’ of the structure of the U.S. Federal Debt. He claimed that 
pre-occupation with conditions in the Government securities market and 
reliance upon the Treasury’s cash surplus had caused the monetary authorities 
to minimize the réle of flexible interest rates in credit control. 


Yugoslavia 

A short-term trade agreement has been signed with the United Kingdom 
providing for an exchange of goods to the value of £15 millions each way in 
the twelve months to September 30, 1949. Agreement has also been reached 
upon the payment of £4.5 millions over a : ‘riod of years in compensation to 
British owners of properties nationalized by the Yugoslavian Government 
and upon the return of money and property in Yugoslavia (outside the 
scope of the « compensation agreement) which belong to British nationals and 
have been subject to special measures because of enemy occupation of the 
country. Negotiations are to take place in the early part of 1949 for a long- 
term trade and financial agreement with Britain. 


Publications 


A Bank in Battledress (Published by Barclays Bank (D., C. & O.), 212 pp., 
for private circulation). No bank has played a larger part than Barclays 
(D., C. & O.) in the great overseas bank amalgamation movement which over- 
lapped and followe d ‘the similar movement among our home institutions ; and 
without the consolidation that took place after 1925 it would have been impos 
sible for any overseas bank to have shouldered the burden so ably and gaily 
described in the present commemorative volume. When the war came, and 
particularly after Mussolini decided it was safe for him to take a hand in tt, 
the bank found itself the servant of many communities situated in danger 
spots; the cotton merchants of Alexandria, the cultivators of Palestine, the 
planters of the West Indies—all these had built up close personal as well as 
business ties with Barclays, and though the bank’s own chronicle speaks of 
its debt of gratitude to the constancy of these customers, there is surely 
another side—the constancy of the bank’s servants, under great difficulties, 


—_ 


—— 


13 
tio 
att 


boc 
Pre 
boc 
Am 
tior 
cha 
larg 


yea 





and 
uing 
juire 
igust 
sits, 
anks 
y the 


bank 
mber 
butes 
incial 
nt of 


d the 
- that 

and 
ities 


gdom 
yay in 
ached 
ion to 
nment 
le the 
ls and 
of the 
. long- 


[2 pp., 
urclays 
1 over- 
; and 
impos- 
1 gaily 
e, and 
1 in tt, 
danget 
ne, the 
well as 
saks of 
surely 
culties, 





bo 
tay | 


PUBLICATIONS | 


to the ideals of service that have given British banking its pre-eminent position. 

In England, when air raids more and more disrupted normal working 
arrangements, the big clearing banks found it necessary to relax a good deal 
of the centralized control they had built up in the past. For a bank such as the 
D., C. & O., with its widely scattered groups of offices, the slowing down of 
communications would have been disastrous but for the system of local control 
developed in peace-time with other ends in view. As the range of hostilities 
increased, ‘“‘home rule”’ increased also—the West Indies branches being 
dealt with by New York, East Africa through Pretoria, and so on. Even so, 
there were times when strictly local initiative had to be exercised. Decisions 
taken on the spot must have been frequent in Gibraltar and Malta after the 
fall of France, while the men in the Cyprus branches must have sometimes felt 
themselves to be on the uttermost edge of the civilized world. 

When the war spread to Africa and Palestine the fact that Barclays (D., ©. 
& 0.) already possessed branches along the air routes and littoral was of 
inestimable advantage to the army and air force authorities. Not only the 
towns near the fighting line but also those outside the zone of hostilities were 
transformed out of all knowledge by the needs of the services; Brazzaville, 
for instance, became a key point in British liaison with the Free French, 
while of the crowded scenes at Durban there could be no better representation 
than the photograph (page 52) of the banking hall seething with members of all 
three services—-and of both sexes. 

Perhaps the most interesting pages of this history are those dealing with 
the way the bank followed in the footsteps of the army. The liberation of 
Ethiopia in 1941 brought about the opening of branches at Addis Ababa and 
Asmara after a journey by the staff that, in spite of the Ford V8, recalls th 
most vivid pages of Mungo Park. Then, after the entry of the United States 
into the war, the tempo quickened and the bank moved rapidly westward 
from Alexandria to Tripoli and Benghazi. There “ sloggin’ through Africa ”’ 
ended, and the record set down and richly illustrated here will be of a great 
interest not only to those Barclay’s men who played a part in the adventure 
but also to innumerable members of the 8th Army who used Barclays as bank, 
meeting place and advice bureau during three memorable years. 


W.4.T. 


American Banking System. By R. S. Sayers. (Oxford University Press, 
130 pp., 7s. 6d.) As a case-study of the working of a Federal Union, examina- 
tion of the functioning of the American banking system ought perhaps to 
attract in these days a much wider circle than the bankers and economists for 
whom it is a staple diet, if only to discover how the pull between the central 
body and the constituent units works out in practice in a technical sphere. 
Professor Sayers’ admirable sketch of the present system is just the kind of 
book not only to enlighten English bankers and students of current affairs on 
American banking but also to encourage them to enquire into the constitu- 
tional climate that has produced the Federal Reserve System and State- 
chartered banks growing side by side. Many will, of course, be aware of the 
large American literature dealing with the structure and functioning of banks 
in the United States ; but there have been important changes during recent 
years and it has not been easy to secure the recent works of transatlantic 
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experts such as Goldenweiser and Sproul, while our own literature on the 
subject appears to be limited to Sir (then Professor) T. E. Gregory’s lectures 
to the Institute of Bankers in 1929, the excellent American chapter in Allen’s 
Commercial Banking Legislation and Control (1938) and the somewhat bald 
pages of Kenneth Mackenzie’s handbook on banking systems (third edition, 
1945). 

Not only has Professor Sayers shown the Federal Reserve System at work 
but he has managed to give a lucid description of the functioning of the 7,000 
banks outside the system, explaining also how it has happened that the 14,000 
banks of the Union have only 4,000 branches between them. Of particular 

value is his description of the operation of credit control by the Federal Reserve 
Board - how the Board’s rulings reach out beyond the members of the system 
and bind not only non-member banks but also dealers and brokers in the 
securities market ; how open market operations interlock with those com- 
pulsory reserve ratios which some English bankers view with a rather foolish 
air of superiority; and how the explosive force of consumer instalment 
linancing is kept (sometimes) within bounds. 

Most of the figures used refer to conditions now more than a year old 
on book has been so written as to make this inevitable weakness but a small 

rawback ; yet it may not be out of place to warn intending readers that 
there have been one or two recent changes, all in the direction of tightening 
up credit. _ Congress sional Resolution of August 16, 1948, gave authority for 
the raising of compulsory reserves, and demaud ratio percentages are now 
26, 22 and 16 (depending on the size of town), while the deposit ratio is 7} 
per cent. Consumer credit, released from control in 1947, has now been brought 
back under the Board’s surveyance, so that unlimited advances to hire- 
purchasers can no longer be made. 

There is one evil of American banking that Professor Sayers notes but of 
which he does not appreciate the full burden—the endless series of inspections 
to which both federal and state laws subject most banks. Most of these checks 
were in existence at the time of the great slump, but they did not prevent the 
failure of thousands of banks or an even more widespread resort to unsound 
banking. One thing remains to be said—that this book is excellently produced 
and is a pleasure to handle. 


Appointments and Retirements 


Bank of Australasia——Mr. Arthur Whitworth, a director of the Bank since 1908, has retired. 
Rank of London and South America—Mr. Leonard C. M. Gibbs, of Messrs. Antony Gibbs 
& Sons, Ltd., has been appointed to a seat on the board. 

British Linen Bank-—Galashiels : Mr. R. R. Johnstone, joint manager, becomes sole manager 
in succession to the late Mr. D. G. Stalker, and on retirement of Mr. D. J. Stalker, joint manager. 
Glasgow, Govan: Mr. W. Sclanders Houston, from Buchanan St., Glasgow, to be manager 02 
retirement of Mr. W. S. Wight. Hawick: Mr. R. Little to be accountant. Lanark: Mr. J. 
Gordon, from New Cross, Hamilton, to be joint manager in association with the present manager, 
Mr. J. P. Marshall. Moffat : Mr. W. C. Thomson, joint manager, to be sole manager on retire- 
ment of Mr. W. T. M. Dickson. Thornhill: Mr. D. Russell, from Dumfries, to be manager on 
retirement of Mr. G. West. Thurso: Mr. A. Meiklejohn, joint manager, to be sole manager on 
retirement of Mr. D. K. Murray. 

District Bank—Sir Samuel Turner, a deputy chairman and a member of the London Committee, 
has, for reasons of health, resigned from the board. Market Drayton: Mr. A. F. Gilbert, from 
Worcester, to be manager. 
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Lloyds Bank—Head Office: Mr. J. Affleck, from Trowbridge, has been appointed for special 
work under the general managers ; Advance Dept. : Mr. H. Empson, a controller, to be an assistant 
chief controller; Mr. W. P. Spargo, from Devonport, to be a controller; Chief Inspector's 
Depi.: Mr. F. P. Hill, from Portland Road, Hove, to be an inspector. Colonial and Foreign 
Dept., E.C.: Mr. F. A. Lane, a deputy manager, to be joint manager. Mr. E. G. Woolgar, a 
sub-manager, to be assistant manager. Mr. G. F. R. Ashton to be a sub-manager. Mr. A. E. 
Brunning, Mr. F. Dezest, M.B.E., Mr. C. H. E. Dutoit and Mr. S. Fulton to be managers’ assistants. 
Executor and Trustee Dept.—39 Threadneedle Street : Mr. R. C. Battams, LL.B., sub-manager, to 
be an assistant manager; Bristol: Mr. C. J. E. Coulson, sub-manager, to be assistant manager ; 
Guildford : Mr. W. H. Thompson, sub-manager, to be assistant manager ; Liverpool: Mr. J. A. 
Hardwick, from Liverpool, to be sub-manager; Southampton: Mr. E. Burbidge-King, from 
Southampton, to be sub-manager; Swansea: Mr. T. A. N. Pallett, from Swansea, to be sub- 
manager. District Office, Liverpool: Mr. H. H. D. Abraham, from Exchange, Liverpool, to be 
district manager’s assistant. City Office, E.C.: Mr. N.S. S. Huntly, an inspector, to be a sub- 
manager. Pall Mall, S.W.: Mr. T. W. Wyatt, a section manager, has retired. St. James’s 
Street, S.W.: Mr. G. C. Watkins, from Brook Street, W., to be assistant manager. Bristol: Mr. 
C. Mudge, assistant manager, to be deputy manager. Brook Street, W.. Mr. S. H. Collins, from 
Kilburn, to be manager. City Road, Cardiff : Mr. W. L. Woodward, from Cardiff, to be manager 
on retirement of Mr. R. J. Worsey. Newcastle-upon-Tyne, Collingwood Street: Mr. R. C. Hill, 
from Hull, to be manager on retirement of Mr. W. W. Crichton. Devonport: Mr. A. L. Trott, 
from Plymouth, to be manager. Hull: Mr. J. H. Bayley, from Liverpool, to be manager. 
Kilburn, N.W.: Mr. T. M. Woodham, from Moorgate, to be manager. Mosley Street and Colonial 
and Foreign Dept., Manchester : Mr. J. Baines, sub-manager, to be assistant manager. Nottingham : 
Mr. W. B. Finch, from St. James’s Street, S.W., to be manager on retirement of Mr. G. W. Tett. 
Pangbourne : Mr. A. Johnson, from Hythe, to be manager. Plymouth: Mr. M. P. Attree, from 
Head Office, to be assistant manager. Slatthwaite: Mr. J. H. Sykes, M.M., of Slaithwaite, to 
be manager on retirement of Mr. F. V. H. Wilkinson, owing to ill health. Swadlincote : Mr. L. G. 
Beeton, from Borough Road, Burton-on-Trent, to be manager on retirement of Mr. C. C. Simkin. 
Hove, Town Hall: Mr. H. B. Savill, from Pangbourne, to be manager on retirement of Mr. J. P. 
Greenwood. Trowbridge : Mr. R. C. Bickley, from Axminster, to be sub-manager. Wood Green, 
N.: Mr. G. R. Taylor, from Herne Hill, S.E., to be manager on retirement of Mr. T. W. Davies. 
Worcester, C. & C.: Mr. J. G. C. Toope, of the Inspection Staff, to be sub-manager on retirement 
of Mr. F. Carter. 

Martins Bank—Liverpool, Victoria Street : Mr. C. Carter, from Head Office, to be sub-manager. 
London—District Office : Mr. F. C. Hardman, from Liverpool, to be a London assistant superin- 
tendent of branches; 68 Lombard Street: Mr. T. I. Bond to be sub-manager and Mr. W. B. 
Butterworth to be an assistant manager; Waterloo Place: Mr. E. W. Collins to be manager. 
Belford: Mr. F. D. Ayton, from Tow Law, to be manager in succession to the late Mr. N. C. 
Anderson. Dewsbury: Mr. S. M. Lee, from Swinton, to be manager in succession to the late 
Mr. A. P, Crabtree. Manchester, Moston : This office has been raised to the status of a full branch 
under the management of Mr. F. Openshaw. Stockton-on-Tees : Mr. W. Weatherill, from Castle 
Street, Liverpool, to be manager on retirement, owing to ill health, of Mr. G. H. Bell. Swinton : 
Mr. E. Varley, from Moston, to be manager. Tow Law: Mr. C. J. E. Burgess to be manager. 
Willington : Mr. L. Walker to be manager on retirement, owing to ill health, of Mr. H. Jackson. 
Wooley : Mr. G. W. Gibson to be manager on retirement of Mr. T. Blenkinsopp. 

Midland Bank—Mr. Herbert A. Astbury has resigned from the boards of the Bank and of the 
Midland Bank Executor and Trustee Co. Ltd. London—Head Office: Mr. H. F. Frankl, general 
manager’s assistant, has retired ; Mr. E. O. Baker, of Poultry and Princes Street, to be a general 
manager’s assistant; New Issue Dept.: Mr. L. J. Stockdale to be manager on retirement of 
Mr. H. V. Gee; Covent Garden: Mr. N. Stephens, of Queen Victoria St., to be manager on 
retirement of Mr. R. J. H. Sawyer; Curzon St.: Mr. W. F. Wells to be manager; Leicester 
Square ; Mr. J. Henderson, of Curzon St., to be manager on retirement of Mr. R. M. Gardiner ; 
431 Oxford St.: Mr. F. H. C. Glover to be assistant manager; Pouliry and Princes St.: Mr. 
C. E. Trott, of Parliament St., York, to be deputy assistant manager; Queen Victoria St. : 
Mr. A. E. B. Rich to be assistant manager. Leeds, New Briggate : Mr. H. B. Revill to be manager 
on retirement of Mr. M. Ingham. Liverpool, Old Swan: Mr. D. J. Fraser to be manager on 
retirement of Mr. J. W. Barker. 

National Bank of Scotland—Glasgow, St. Enoch Square: Mr. J. M. Blyth, joint superinten- 
dent of branches, to be joint manager in association with Mr. Moir, and will become sole manager 
on Mr. Moir’s retirement. Head Office: Mr. J. S. C. Williamson, assistant superintendent of 
branches, to be a joint superintendent of branches. Coupar Angus: Mr. J. Barclay to be sole 
Manager on retirement of Mr. A. F. Laing. Dunoon: Mr. F. V. MacKay to be joint manager in 
association with the sole manager, Mr. J. Ritchie. Kirriemuir : Mr. J. K. Beattie, from Selkirk, 
to be manager in succession to the late Mr. W. M. Wallace. Largs: Mr. T. T. Mackay to be 
joint manager in association with the present managers, Mr. F. J. Thomson and Mr. H. J. 
Thomson. Glasgow, Colonial and Foreign Dept.: Mr. J. McLennan Spittal to be manager. 
Yorkshire Penny Bank—Sir Austin E. Harris, K.B.E., has retired from the board and will 
be succeeded by The Rt. Hon. Lord Balfour of Burleigh, D.L. 
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THE BANKER 


Banking Statistics 


National Savings 


(g millions) 


Savings Savings 
Certi- Defence Saving: Certi- 
ficates Bonds Banks Total ficates 
(net) (net) (net)* Small (net) 
1945 | 14.3 19.8 108.7 172.8 1947 Aug. 1.9 
Il 28.1 18.1 7.% 837:9 Sept. 0.3 
III 2.3 30.3 99.7 142.1 Oct. 0.4 - 
IV 39.2 87.2 76.4 202.8 Nov 6.9 - 
Dec. 9.9 
1946 I 13.2 62.0 120.7 195.9 
II 1.0 95.9 36.2 133.1 
, : . 1948 Jan. 14. 
III 1.2 13-4 35-6 47.8 Feb : : 
IV 10.8 17.0 11.8 40.5 a 5.3 ji 
1947 I 39.7 20.4 27.0 87.1 April a 
Il 40.3 - 3-7 19.f 17.0 May 2.5 - 
Ill 2.7 —~ 10.8 2.0 14.2 June .. is 
IV 16.4 -— 25.1 iy Se 8.5 July 5.5 
Aug. 1.3 - 
1948 I 29.4 — 29.9 54.6 54.1 Sept. 2.3 - 
Il 2.% = 38.2 £3.97 19.8 Oct. a9 = 
Ill 4-5 — 20.3 6.4 -— 18.4 Nov 2:5 
IV 7.2=- 5.8 $.4 7.6 Dec 2.2 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. 
Mar. 31 Exp Rev Deficit Quarters Exp. 
fm m ém. 1945 HI 1443.7 
1938 898.1 872.6 25.5* I\ 1386.2 
1939 1054.8* 927.3 '27.5§° 1940 - 1337-4 
q ~ > on - 902.0 
1940 1809.7* 1049.2 760.5 III 918.3 
194! 3507.2 1408.9 2455 2 IV 861.1 
1942 4775-7 2074.1 2701.6 1947 I 1228.9 
1943 5623.2 2819.9 2803.3 II 619.8 
1944 5788.4 3038.5 2749.9 or a 3 
. ‘taps 736.1 
f cc” > s ? /- 
1945 1057.3 yt aes 1948 I 1023.0 
1946 5474.8 3284.5 2190.3 Il 613.8 
1947 3910.3 3341.2 509.1 | Il] 751.4 
1948 3187.1 3844.9 657.8t IV 791.4 


* Allowing for loan expenditure. 


Floating 
jan. 24, 
1945 
Ways and Means Advances {m. 
Bank of England 
Public Departments 341.1 


Treasury Bills: 


Tender 2200.0 | 

Tap 2426.6 f 
Treasury deposit receipts 1330.0 
t 0 r | 


Debt 
Dec. 31, 
1948 
{/m. 





205.4 


1511.0 


6355-5 


t Surplus 


Jan. §, 
1949 
fm. 


250.0 


f 2240.0 


2272.0 
1472.5 


6271.2 


Defence Savings 


Bonds Banks Total 





(net) (net)* Small 
6.8 2.3 2.6 
5-3 9.0 4.0 
6.2 8.4 1.8 
£.3 12.9 11.0 
30.3 - }.I 4.3 
7-8 34-4 41.5 
10.6 14.3 12.9 
11.5 5-9 0.3 
2.2 9.6 3.8 
14.9 3.8 13.6 
9.I 0.3 — 10.0 
10.4 - 6.8 22.7 
8.1 4.8 4.6 
1.3 8.3 8.8 
2.3 9.9 4.9 
2.2 o 3.6 
3 12.5 16.1 
Ord 

Rev Dehcit 
fm. £m 
750-5 093.2 
667.8 718.4 
1253-5 83.9 
629.0 273.0 
712.1 200.2 
738.6 122.5 
1261.5 32.6f 
840.1 220.3? 
807.5 0.7 
7601.5 25.44 
1435.8 12.8} 
794.8 81.o+ 
831.7 80.2? 
802.7 1.33 
jan. 15, jan. 22 
1949 1949 

fm. £m 
302.4 292. 
2220.0 2210.0 
2190.4 2288.2 
1450.5 1329.5 
6120.5 


6109.3 





Total 
Small 


2210.0 
2255.2 
1329.5 

anita 


6120.5 


BANKING STATISTICS 


Discount Market Results, 1946-48 


‘BIG THREE” 
(£ millions) 
At Dec. 31 Union 

Bills— 

1946* 152.2 

1947 140.2 

1945 164.8 
Investments 

1946* 50.5 

1947 64.5 

1948 78.6 
Loans and Deposits 

1940 205. ) 

1947 207.1 

1945 240.9 
Capital and Reserves f 

19460 8.2 

1947 o.3 

1945 5.4 
Net Profits {£ 000's 

1946 292.1 

1947 287.1 

1948 395-3 

Figures of National and Alexanders for 1946 


investme 


1947 June 
Sept. 
Dec. 
March 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 


1948 


2 
3 


>nts 


30° 
30 
31 
31 
30 


31 


23 
30 


30 


»* 


/ 
I 


and include them in bills. 


Raised 
110.5 
453-0 
175-5 
545-0 
269.0 

4I .O 

79.0 
550-5 
389.5 
I10,0 
200.0 


National 


102 


WU 


110, 
128. 
150. 


Nn 


ur Un Ww 


me ag 
78.7 


107. 


-4 


oO 


| 


£ 000's 
239.2 
201.8 
251.1 


Treasury Deposit Receipts 


DISCOUNT HOUSES 


Alex 


Redeemed 
£m. 


132. 
453. 
IIO. 
455- 
178. 

79. 

58. 
542. 
404. 
113. 


181.0 


nw CO 
On 


to 


> 


50. 


ID: 


102. 
105. 
105. 


4 
3 


Sf. WN 


.O 
3-9 
4- 


Oo 


£ 000's 


299. 


72 


75- 
exclude short-dated 
+ Including carry-forward 


3 


-4 


5 


t 


anders 


nai 


330. 
281. 


324- 


95- 
167. 
185. 


423. 
440. 
502. 


15. 
oe 
17. 


Total 


£ 000’s 


830. 
621. 
731 


6 
3 


-Qg 


securities from 


{m. 
1442. 
1292. 
1402. 
1291. 
1468. 


1429.: 


1441. 
1449 

1435- 
1432. 
1511. 


Outstandingt 





oO 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


1948 Net New | 1948 
Week ended Raised Redeemed Borrowing Week ended : 
July 17- Nov. 6 

Aug. 14 — 13 

Aug. 21 70.0 58.5 20 
ig 28 — 27 
Sept. 4 150.0 135.5 Dec. 4 
° II 110.0 105.0 II 
» 120.0 120.0 18 
» 25 go.0 80.0% 10.0* 24 
Oct. 2 170.0 185.0* - 15.0* "1949 
9 160.0 160.0* — | Jan. 1 

16 90.0 116.5 - 26.5 - 8 

» 23 50.0 37-5 12.5 | ‘a 15 
30 3.0 = 3-0 22 


. Unofficial figure. 


Raised Re 


70. 
40. 
80. 
oo. 
oo. 


40. 


o 
o 
o 
re) 
oO 
° 


Net 


New 


deemed Borrowing 


16. 
58. 
38. 
65. 
59. 
24. 


20. 


20. 
30. 
16. 


CuwM O 


ww 


~ 16. 
IZ. 
I. 
15. 
oO. 
55- 
20. 


—- 20. 
30. 
10, 


won o 


oOuUwN 








BARCLAYS BANK 


ADVANCES EXCEED 


£402,000,000 


GROUP’S 





APPALLING GOVERNMENT 
EXPENDITURE 


SIR WILLIAM GOODENOUGH ON NEED 
FOR TAXATION RELIEF 


of Barclays Bank, Limited, will be held on 
February 10 at the head 
Lombard Street, London, E.C. 

The following are points from the statement 
by the chairman, Sir William Goodenough, 
Bt., which has been circulated with the report 
and accounts for the year to December 31, 
1948 : 

The total of current, deposit and other 
accounts in our balance-sheet for the end of 
1948 was {£1,274,660,008, compared with 
£1,247,866,975 at the close of 1947. 

Let me now draw attention to the various 
changes that have taken place in our assets. 
The total of Treasury bills issued in response 
to the weekly tenders was practically the same 
last year as in 1947, but our own holdings of 
bills discounted declined from {206,445,106 to 
£167,060,403. In contrast to the trend in 
favour of the Treasury bill as a method of 
financing the floating debt, which had pre- 
viously led to a substantial reduction in the 
volume of Treasury deposit receipts out- 
standing, there has been in 1948 some increase 
in the amount of borrowing secured by this 
means, and our own balance-sheet shows that 
we held £302,000,000 at the end of the year, 
compared with £279,000,000 twelve months 
before. Thus Treasury deposit receipts have 
become once again the largest of our assets. 
Our specially liquid assets taken as a whole, 
namely, cash in hand and with the Bank of 
England ; balances with other British banks 
and cheques in course of collection; money 
at call and short notice ; bills discounted, and 
Treasury deposit receipts, amounted to 
£706,894,563, or 55 per cent. of our current, 
deposit and other accounts. 


Ts fifty-fourth ordinary general meeting 


office, 54, 


INVESTMENTS 

There has been little change in our invest- 
ments during the year, and at the end of 
December they stood at /291,816,845, ex- 
cluding those in the category of fixed assets, 
against {296,030,563 on December 31, 1947. 
[In keeping with the general experience there 
has been a further rise in our advances to 
customers and other accounts, which amounted 
to {286,419,375 on December 31. This total 


In our monthly statements issued during 
the year advances exceeded Treasury deposit 
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receipts on two occasions, thus breaking the 
continuous ascendancy of Treasury deposit 
receipts which had persisted since 1942, when 
they were expanding in volume under the 
influence of war conditions. Our lendings 
during last year were generally higher than 
ever before in our history, although we must 
not forget the effect of the great increase in 
prices, which means that a given volume of 
trade requires much more finance now than in 
pre-war days. 


LARGER NET PROFIT 


The directors report that after payment oj 
all charges and providing for taxation and 
after deducting transfers to inner reserves, out 
of which reserves provision has been made for 
diminution in value of assets, the net profit for 
the year ended December 31, 1948, amounted 
to {1,879,943 2s. od. compared with a figure of 
£1,637,706 5s. 8d. for the year 1947. 

The total assets of the group are shown to 
be £1,864,887,762, while current, deposit and 
other accounts amount to £1,748,275,142. 
Among the assets, the liquid items, namely, 
cash in hand and with the Bank of England 
and central banks abroad, and gold bullion; 
balances with other banks and cheques in 
course of collection ; money at call and short 
notice ; bills discounted, and Treasury deposit 
receipts, amount to £928,048,654, which repre- 
sents a ratio of 53 per cent. to deposits. The 
group’s investments, apart from those classified 
as fixed assets, are £443,578,109, and advances 
to customers and other accounts stand at 


£402,449,657. 


FIRST PRINCIPLES IGNORED 


Since the end of the war we have had good 
reason to know that a succession of grave and 
complex problems may weaken the grasp upon 
fundamentals. The plight into which this 
country has fallen is attributable mainly to 
circumstances beyond our control, but it has 
been aggravated by a tendency to set aside 
first principles, and the process of recovery 
could be very greatly hampered by continued 
failure to pay them proper respect. A refreshing 
sense of realism that has begun to permeate 
the atmosphere in the past year shows that 
lessons are being learnt, but I am impelled to 
refer to one fundamental matter because of its 
special importance in my view. What I have 
in mind is the simple fact that the body econo- 
mic, like the human body, must have its tissues 
constantly renewed, and this implies a con- 
tinuing stream of fresh resources in adequate 
volume moving into productive investment. 

I do not suggest that there is any doubt 
about the importance, in principle, of pro- 
viding new capital equipment, which has, 
indeed, come much to the fore in recent dis- 
cussion and which is given due weight in the 
British programme prepared in connection with 
the joint recovery plan for Europe : the point 
I wish to emphasise concerns the increase in 
the scale of our industrial needs in this respect 
in relation to the amount of the national 
income, not merely in the next few years but, 
so far as one can see, for all time in the future. 
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DEFICIENCY OF NEW CAPITAL GOODS 


We could have no more impressive evidence 
of the consequences of an insufficiency of new 
capital goods than has been given by the 
condition of our economy in the post-war 
years. There was no addition to the nation’s 
total capital equipment in the six years of 
war; on the contrary, instead of an accretion 
which, before the war and at the prices at that 
time, amounted to some £300 millions a year, 
our equipment ran down through under- 
maintenance at an average annual rate of 
something like that same figure, apart from 
the destruction wrought by enemy action, 
estimated at the end of 1945 at more than 
{2,000 millions. Including these and all other 
items, about a quarter of the whole of our 
national wealth was lost in the war period. 

The enormous task of making good the 
deficiencies left by the war has been aggravated 
by the great increase in prices, which has 
raised many individual difficulties and will 
raise more by its effect on the real value of 
liquid reserves. It has become increasingly 
evident that money set aside out of past 
earnings to meet depreciation and develop- 
ment has been rendered inadequate by the 
subsequent sharp rise in replacement costs. 
As a result, capital has been drained away 
because net earnings have included money 
which, as events have proved, should have 
been reserved as part of the enhanced replace- 
ment value of existing equipment. To this 
extent the true position has been overstated 
and profits—which have been subject to tax 
at most onerous rates—have contained an 
element of capital. 

PRICES STILL RISING 

The rise in prices to which I have just referred 
is a short term distortion due to war-engen- 
dered scarcity and monetary inflation, and 
we may reasonably hope for some eventual 
adjustment as the condition of scarcity is 
overcome. But the long-term trend of prices, 
too. has to be thought of in relation to the 
wider aspect of the problem of capitalisation 
that I also have in mind. It is worth remem- 
bering that in the years when this country was 
building up its great industrial and mercantile 
power it did so against a background of falling 
wholesale prices from 1800 until 1896. There 
were important ups and downs in the interval, 
but there is no doubt that over the period as 
a whole the trend was downwards. 

After 1896 a contrary movement set in and, 
although the increase resulting from the first 
world war had been wiped out by the early 
1930's when, indeed, wholesale prices fell 
below the level of 1914, the upward trend has 
continued. Bearing in mind that managed 
currencies, coupled with the principle of “ full 
employment,’’ have displaced the automatic 
checks and balances of the nineteenth century 
gold standard, and remembering that a large 
element in costs of production everywhere is 
extremely rigid, it would be unwise to think 
on any other assumption than that the long- 
term trend of prices will continue to be upward. 


INVISIBLE EXPORTS 


Then we must take into account the situation 
arising from the reduction of invisible exports, 
through the sale of foreign investments and 
through other losses, a situation that has been 
made more serious by the enormous load of 
external debt incurred in the war years and 
subsequently. 

We have also to contend with the growing 
industrialisation and increasing industrial 
efficiency abroad which makes it vital for us 
to keep in the forefront technically. 

When what I have said is considered in the 
light of the fact that, even in the years between 
the wars, investment was not proceeding on a 
scale sufficient to prevent us from _ losing 
ground in relation, for example, to the United 
States, the dimensions of the problem that lies 
before us will, I think, become clear. The con- 
clusions are obvious. It may be doubted 
whether we could spare more at the present 
time for capital purposes. In fact, some people 
take the view that the total is too high. But, 
however that may be, we must be sure to con- 
serve our means to the utmost of our ability 
and to make the most productive use of these 
limited resources by applying them to the 
greatest extent possible to well-considered 
industrial capital investment. 

Our aim must be, at the earliest moment, 
to devote to industrial development a larger 
proportion of our national income than in 
years gone by, if need be, at the expense of 
other forms of new capital outlay, however 
desirable in themselves. By inference, the 
brakes upon enterprise, both personal and 
corporate, must be released. 


GOVERNMENT EXPENDITURE 


These conclusions throw into yet greater 
prominence the urgency of bringing about a 
reduction in the appalling rate of Government 
expenditure, partly because of its diversion of 
national resources, but mainly because of the 
stultifying effect upon work and enterprise, 
throughout the whole range of personal en- 
deavour, of the present level of taxation. The 
implications of a new programme of defence 
expenditure give added point to this view. 
Present methods of taxing industrial profits not 
merely impede the extension of capital equip- 
ment but actually cause the impairment and 
dissipation of existing capital resources. They 
involve what amounts to a levy on industrial 
capital in aid of current revenue: a most 
dangerous state of affairs. 

But although a great deal would be accom- 
plished if these obstacles were cleared away, 
the real need is for the main burden of taxation 
to be lightened. The indications are that the 
level of taxation required to meet the present 
rate of day-to-day Government expenditure 
not only inhibits the building up of our des- 
perately needed capital resources, stultifies the 
essential accumulation of savings and enfeebles 
the spirit of enterprise, but represents a pro- 
portion of the national income greater than 
can be borne indefinitely. 
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DISTRICT BANK 


DEPOSITS AND ADVANCES INCREASE 


ACHIEVEMENT DESPITE HIGHER 
TAXATION 


SIR THOMAS D. BARLOW ON 
ECONOMIC RECOVERY 

HE Chairman, Sir Thomas D. Barlow, 

G.B.E., has circulated, with the report 

and accounts, the following statement to 
the shareholders of District Bank Limited prior 
to the one hundred and nineteenth annual 
ceneral meeting to be held on February 11 
it the head office, Spring Gardens, Manchester : 

In the course of his statement the chairman 
said: Our report and annual statement of 
iccounts have been drawn up to conform to 
the requirements of the Companies Act, 1048. 
Apart from minor changes, you will see that 
the reserve has been divided so that we now 
show a capital reserve share premium account 
of £976,428 and a revenue reserve of {2,223,572 
arrived at after making a transfer from the 
amount available for disposal to which I will 
make reference later. 

During the past vear, deposits have increased 
by over {13 millions. Reflecting the general 
trend of banking figures, this upward move- 
ment seems to indicate that the country is 
not showing that measure of deflation which, 
since 1947, has been accepted as the necessary 
initial step to recovery. If 12 months ago it 
was widely acknowledged that there was too 


much money, it is obvious that there is too 
much now. 
Arising out of our larger resources there 


ave been changes in the distribution of our 
assets Apart irom necessitating an increase 
in cash, the additional deposits must be 
prudently employed by adding to the next 
lines of defence. Thus money at call and short 
notice and bills of exchange, consisting mainly 
bills, are increased by over 
There is also an addition of £5 
millions to Treasury deposit receipts which 
more than offsets a fall in our investments. We 
may add that these continue to be mainly 
repayable at fixed dates and appear in the 
balance-sheet at well below their market value. 
Our advances to customers have now reached 
£44,778,000, and it is satisfactory that our total 
lendings, including the increase of nearly {£7 
millions during the year, are well spread over a 
wide range of essential industries including 
igriculture. 
INCREASE IN PROFIT 
Net profit for the year amounts to £525,432, 
un increase of {21,636 compared with the figure 
think this result may be regarded 
bearing in mind it has been 
achieved despite high taxation and the inevit- 
I in expenses. Previously provisions 


able increz 
for bad and doubtful debts and contingencies 


of Treasury 


41,600,000. 





for 1947. W« 


as satisiactory, 


have been made out of the current year’s 
profits. It is now considered desirable to con- 
form to the general banking practice. This 


32 


year, therefore, net profit has been arrived at 
after paying all expenses, providing for taxa- 
tion and after making a transfer to reserve for 
contingencies out of which full provision for 
bad and doubtful debts and other contin- 
gencies has been made. 

With the amount brought forward from the 
previous year we have a disposable balance of 
£899,656. As indicated in the report, we have 
allocated {200,000 to revenue reserve; we 
deem it desirable to augment our published 
reserves as and when it is possible to do so 
because of the increase in our obligations. We 
have also applied £120,000, the same amount 
as last year, to pensions and annuities fund. 
After these deductions and allowing for divi- 
dend payments at the same rate as formerly, 
there remains a sum of £294,016 to carry into 
the accounts for 1949. 

It would be wrong not to commend the 
Chancellor’s austere but courageous exhorta- 
tions and to recognise that progress has been 
made during the past year along the road to 
financial stability. But our economic recovery 
is still very slow. : 


HAMPERING PRODUCTION 

A reduction in public expenditure would 
diminish the volume of money and a reduction 
in private expenditure would follow. If, in the 
absence of increased production, a diminished 
volume of domestic trade results, this, together 
with the weariness and feeling of frustration 
which so widely prevail, is part of the price 
we have to pay in our straitened circumstances, 
though the effect on incentive cannot be 
ignored. On the other hand, since purchase 
tax was introduced to augment revenue and 
curb shop sales, its reduction should follow 
any decrease in public and private spending 
While, therefore, a continuance of, or some 
alternative to, this tax may have to be accepted 
as a post-war burden, modification should 
lessen the impact on the home market of 
reduced spending. 

Of equal importance, a reduction in spending 
would open up the way for a relaxation of 
rationing and other physical controls which, 
apart from other benefits, would release man- 
power. It would be interesting to know how 
many persons are to-day employed in unpro- 
ductive activities arising out of Government 
control. We are told that lack of manpower 
holds up the production drive, yet it is clear 
that the abandonment of more controls would 
release large numbers of non-productive 
workers. These relaxations should also reduce 
existing hindrances to both production and 
distribution. The further removal of controls 
should go some way towards reviving healthy 
competition and business enterprise, and by 
raising output should help to dispose of infla- 
tion just as effectively as by curtailing the 
supply of ready money for spending. 

THWARTED ENTERPRISE 

Industry has been addressed with two cot 
flicting voices. It has been exhorted to increas 
its efficiency and to modernise its equipment 
but at the same time to restrict its expenditure 
as a means of curtailing inflation. In a pero 
of rising prices the consequences have beei 
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unfortunate. Liquid resources set aside for 


capital replacement have had to be used for | 
the replenishment of stocks. In the meantime | 


the costs of machinery and modernisation have 
risen to an abnormal degree. 
further aggravated by heavy taxation, 
depreciation allowances, though 
larger than they were, 
relation to existing values. These unfavourable 


while 


The position is | 


materially | 
are inadequate in| 





conditions press with peculiar severity upon | 


small and medium-sized firms which still con- 
stitute by far the greater part of the industrial 
community. 


THE NEED FOR EXPORTS 
The demand for consumer goods remains | 
high and capital outlay still competes for | 
resources with our export trade. In short, the | 
old order persists and raw material supplies 
and workers are withheld from where they are | 
most urgently needed. Although our future | 
existence depends on exports and although | 
world demand for the right type of exports is 
assured, we are unable to make the adjustments 
in internal consumption which could facilitate 
the production of competitively priced exports. 





TEXTILE TRADE PROBLEMS 
Cotton and rayon have made progress in | 
several directions. Production methods have | 
been improved and personnel has increased, | 
though the total number of operatives is still | 
much smaller than could be wished. The cost | 
of raw materials is too high and, if not arrested, | 
the competition of synthetic products may well | 
become increasingly formidable to cotton- 
growing and wool-producing countries in the 
future. The constant variations in the price | 
and quality of raw cotton have also been the | 
cause of much anxiety to spinners, and the 
present facilities available to the trade are not | 
yet comparable to those which were so ably | 
provided before the war by the Liverpool | 
merchants and brokers. } 
Controls have been substantially relaxed and | 
licences are no longer required for ravon or for | 
a considerable number of cotton goods. These | 
changes are very beneficial not only in facili- 
tating export but in helping to eliminate the 
time and labour involved in carrying out the | 
attendant regulations. The question of price | 
becomes of increasing importance and, if 
Japanese competition re-emerges on the basis 
on which it was conducted before the war, the 
situation can only be regarded with serious | 
concern. 


FARMING PROGRESS 

Despite the anxiety caused by the vagaries 
of the weather, British agriculture last year | 
made real progress towards increasing its pro- | 
duction. The importance of building up live- ; 
stock has not been overlooked by the Govern- } 
ment, since one of the limiting factors has been 
partially removed by an increase in the feeding- 
stuff rations. The labour force is also slowly 
growing and, although not yet as large as was 
advocated by the Economic White Paper, its | 
shortage has been less apparent than might 
have been feared owing to an increasing supply 
f British-made machinery. 
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The Easy Way 


TO INVEST MONEY 


Buy National Savings Certificates the 
Bank way—it is simple, automatic and with- 
out any additional charge to you. You just 
sign the special Banker’s Order form which 
your Bank Manager can now give you, 
authorising either a single purchase of 
National Savings Certificates, or a regular 
monthly investment. That is all you have to 
do—and with a stroke of the pen you will 
have helped to secure your own future, and 
your country’s prosperity. 

You can now hold 1,000 10/- units of the 
new Certificate, and in ten years this £500 
will have grown to £650 free of tax. Secure 
for yourself this profitable gilt-edged invest- 
ment by calling on your Bank Manager. 


SAVE—The Bank Way 





Issued by the National Savings Commitce 
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LLOYDS BANK 
LIMITED 


DEFINITE BUT INSUFFICIENT 
NATIONAL PROGRESS 


LORD BALFOUR OF BURLEIGH ON 
THE COUNTRY’S PROBLEMS 


HE annual meeting of Lloyds Bank 

i Limited will be held on February 11 at the 

Head Office, 71, Lombard Street, London, 
E.C. 

The following are extracts from the state- 
ment circulated by the Chairman, The Right 
Hon. Lord Balfour of Burleigh, D.L., with the 
report and accounts for the year ended Decem- 
ber 31, 1948: 


Referring to our profit and loss account and 
to the important changes in the figures of our 
balance-sheet, our profit at £1,674,329 is 
slightly higher than last year. While our 
resources and our advances have increased 
during the year, it will be realised that there 
have been also considerable increases in our 
steif costs and running expenses. 


laking first the liability side of our balance- 
sheet, our current deposit and other accounts 
at {1,123 millions have increased by £52 
millions. It was anticipated that with the 
ieclared deflationary policy and the expected 
budgetary surplus, the expansion in banking 
resources would have been arrested, but the 
increase has been substantially the same as 
that experienced in the previous year. 


On the assets side our cash at £83 millions, 
showing a ratio to deposits of 7.4 per cent., 
was unusually low owing to unexpected and 
abnormal movements in our figures on the last 
jay of the year, but our average throughout 
the year has always been close to the pre- 
scribed figure of 8 per cent. 


The outstanding change in our assets is the 
large increase in our loans and advances, which 
at {226 millions show an increase over last 
year of £34 millions. 


THE ECONOMIC CRISIS 
Ever since the end of the war our national 
livelihood has been imperilled by two adverse 
trends: we have been spending too much and 
producing too little. Together, these have 
meant a frightening deficit in our balance of 


payments, notwithstanding drab and dispunt- 
ing conditions of life for large sections of the 
nation. Each of my two preceding statements 
was consequently drawn up in the shadow of 
an impending crisis in our external affairs, 
A year ago our exchange reserves were ebbing 
away at a rate that would have left us in a 
few months without the means to pay for 
essential food and raw materials in the absence, 
as I said, of “‘ some new development ’’. Hap- 
pily, such a new development has in fact come 
about with the advent of Marshall aid for 
the reconstruction of Western Europe, which 
is expected roughly to cover our dollar deficit 
at its current level. While at the end of Septem- 
ber last our exchange reserves had fallen well 
below Sir Stafford Cripps’s “‘ danger level ”’ of 
£500 million, it is explained that large sums 
were still due to us in respect of E.R.P. loans 
and grants already allocated, so that the 
position is much less precarious than it was 
twelve months ago. So long as the flow of 
Marshall dollars continues the crisis in the 
balance of payments is postponed. This is in 
itself a measure of the improvement in the 
outlook over the year. 


Thus, thanks largely to this generous and 
farsighted American help, and also in no small 
measure to our own efforts and the better 
direction of our affairs, we have turned a 
nasty corner. Unfortunately, one cannot yet 
affirm with any confidence that we are on the 
sure road to national independence, much less 
to prosperity. Only temporary relief can at 
best be afforded by gifts. It is disquieting that 
as yet the paintul struggle towards dollar 
equilibrium has been achieved far more by a 
curtailment of imports from the dollar area 
than by an expansion of exports, and that 
applies to the rest of the sterling area as well 
as to the United Kingdom. While it is true that 
since the fuel crisis in 1947 our export drive 
has gone from strength to strength, the pro- 
portion of our total exports finding their way to 
the United States, far from having increased 
in accordance with our avowed policy, actually 
declined from 5.2 per cent. in the first ten 
months of 1947 to only 4.3 per cent. in the 
corresponding period of 1948. 


ESSENTIALS FOR SUCCESS 

However great our own exertions, our pay- 
ments difficulties will not be solved, even 
assuming some shift in the terms of trade in 
our favour, without a great revival of inter- 
national trade as a whole. Necessary conditions 
for this are the active pursuit of a liberal 
trading policy on the part of the United States 
and a revival of trade across the Iron Curtain 
in Europe. 

Even for more limited objectives, the ques- 
tion arises how far the upward trend in our 
exports can be sustained now that our indus- 
trial production as a whole shows little sign 
of expansion. Now that demobilisation has 
been completed the further increase in pfo- 
duction which is so vitally needed must come 
from an increase in output per head. This i 
turn can only come from harder and better 
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work all round. The key to greater production 
is incentive ; and this seems to me to be no 
less necessary for the employer than for the 


employed. 


THE BUDGET 


In my previous statement I showed that all 
our economic troubles were aggravated by the 
unhealthy monetary situation, and that it is 
imperative to control the inflation before we 
can hope to solve the problems of production 
and of the external deficit. The 1948 Budget 
marks an impoitant advance in our fiscal 
policies, this being the first time that any Chan- 
cellor has deliberately aimed at a large surplus 
witl the object primazily cf countering inflation. 


That disinflation has not yet biought the 
expected benefits is evident from the fact that 
the redistribution of ovr labour force which is 
50 vitally needed has still to be achieved. 


The supreme objective of financial policy 
must be to restore monetary equilibrium : that 
is, equation of purchasing power with available 
goods and services. 


INTEREST RATES 


A Budget surplus achieved by reduced 
Government expenditure remains the Chan- 
cellor’s weapon number one par excellence ; 
there is another weapon of financial control in 
his armoury, which in our present situation he 
may well have to consider bringing into action. 
I refer to a moderate stiffening of interest rates. 
The object would, of course, be to place some 
restraint upon capital expenditure. This con- 
tinues to be one of the chief sources of infla- 
tionary pressure, the 1947 White Paper on 
Capital Investment, which faced up to the 
need for some curtailment of such expenditure, 
having proved a dead letter in practice. There 
are many projects, desirable enough in them- 
selves, which could and should wait until the 
pressure on our resources has abated. 


Two main objections can be urged against 
recourse to higher interest rates as the means 
of curbing the flow of investment. The first is 
that they would tend primarily to deter capital 
expenditure by private enterprise, whereas 
many people will feel that it is often the 
development projects of public authorities, 
encouraged by ready access to capital at 
extremely low rates of interest, that ought 
rather to be postponed. The principle should 
be applied, to public as to private capital ex- 
penditure, that in conditions such as the 
present only those projects are worth under- 
taking which offer a high return within a 
relatively short period. Higher interest rates 
would simplify the task of the capital issues 
control by ruling out automatically many 
projects which by this criterion might be 
leferred. 


The second objection, that higher interest 
tates throw a burden on the Budget, is easily 
exaggerated. We are postulating that a rise in 
Tates may be needed as a safeguard against 
This is the same thing as 


further inflation. 


saying that if interest rates are not allowed to 
rise the cost of all other items of Government 
expenditure will tend to increase. It would 
thus be wrong to regard every addition to the 
national debt charge due to higher rates as 
a net burden on the Budget. Moreover, th: 
immediate cost to the Treasury would actually 
be small. In thinking of interest rates as a 
curb on inflation, one of the rates chiefly in 
question is the yield on gilt-edged, and this 
affects the cost of new borrowing only as the 
outstanding securities reach maturity. Whether 
the rates on Treasury bills and other short- 
term Government debt need also rise may be 
arguable ; but the cost of a half per cent. tise 
in such rates would in any case be only of the 
order of a penny or so on the income-tax, as 
compared, for example, with over a shilling for 
the first nine months of the new health service. 


From the national point of view, if the 
benefit of higher interest rates is agreed their 
minor disadvantages would be a small price to 
pay for their help in warding off any threat 
of renewed inflation. Moreover, higher interest 
rates undeniably offer one great advantage of a 
positive kind as a stimulus to private saving, 
which is suffering at present from such grievous 
discouragements ; it is because private saving 
is inadequate that we need a Budget surplus, 
yet the high taxation required to produce that 
surplus makes it still more difficult, as Lord 
Catto has reminded us, for anybody to save. 


THE FUTURE 


To sum up, the picture as compared with a 
year ago is one of definite but as yet insufficient 
progress. Marshall aid is covering our exterral 
deficit and safeguarding our last-ditch exchange 
reserves, but the solution of our long-term 
external payments problem has still to be 
found. Harder work, improved organisation 
and much more trade are essential if the 
country is to stand on its own feet, let alone 
improve its standard of living. On the mone- 
tary side inflation has received a check, but if 
monetary equilibrium is to be restored we shall 
have to continue a policy of budgeting for 
annual surpluses, which should come from a 
reduction in public expenditure. To help to 
secure disinflation the time may well have come 
to make use of the sole remaining financial 
weapon of higher interest rates. 


STAFF COLLEGE 


Our staff college at Eyhurst Court, in 
Surrey, came into full operation early in the 
year, since when three courses have been com- 
pleted. The college has been successful from 
every point of view, and much benefit has been 
derived by the students. The courses have 
covered a great deal of ground. Instruction 
has been on a broad basis and many aspects 
of the commercial, industrial and social life 
of the country have been touched upon. 


I have no doubt that the college will make a 
substantial contribution towards enabling our 
staff to give even more efficient service to the 
public. 
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MARTINS BANK 


\ VERY SATISFACTORY YEAR 
RESERVES STRENGTHENED 
ECONOMIC SURVEY 
MR. A. HAROLI) BIBBY’S REVIEW 


HE one hundred and eighteenth annual 

general meeting of members of Martins 

Bank Limited will be held at Head Office, 
Liverpool, on Tuesday, February 15, 1949. 


In his statement to shareholders, the chair 
man, Mr 4. Harold Bibby, D.S.O., D.L 
writes 


I have to record with great regret the death 
of Sir Warren Fisher, who joined the board in 
October, 1944. During the year The Rt. Hon 
The Earl of Derby, M.C., D.L., and Mr. John 





M. Brocklebank joined the board and we 
consider ourselves fortunate in having their 
collaborat n our worl 
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The members will observe that it is proposed 
to submit to the annual general meeting a 
resolution increasing the directors’ fees which 
have remained unaltered for almost thirty 
years. : 


Mr. Frank Voyce, deputy chief general 
manager, retired at the end of December after 
forty-nine years of banking service and [ 
record with pleasure his valuable contribution 
to the progress of the bank. Mr. Clifford J 
Verity, a joint general manager, has_ been 
appointed deputy chief general manager. 


IMPORTANCE OF PERSONNEL 


During the year I have taken every oppor- 
tunity to meet officers of the bank and I have 
been impressed with their loyalty and enthu 
siasm. Ina large institution such as this, with 
its many responsible positions, the recruitment 
and training of the staff is of the utmost 
importance to ensure the progress of the bank 
and to preserve its tradition of service to 
customers, and I am satisfied that we are 
meeting these problems adequately. The 
requirements of longer school education and 
military training present difficulties which are 
being overcome. I extend my warmest thanks 
to the staff for their diligence and efforts 


Up to the first decade of this century the 
bank chietly operated in the north-western 
counties but, when the amalgamation move- 
ment took place and our activities were greatly 
increased by the absorption of banks in other 
parts of the country, we resisted the tempta- 
tion to centralise management and have con- 
tinued local boards and district offices. We 
believe that our customers value this intimate 
consideration of their problems which the 
system provides and certainly it tends to 
wcilitate business by arriving at decisions with 
dispatch. 


ECONOMIC SURVEY 


ist vear I commented upon the overloading 
of our economy by the excessive demands upon 
our productive resources which resulted from 
inflation and I said that the first task of 
icial policy was to restrain demand within 


the limits set by current productivity. 





\ banker may be forgiven for expressing 
a feeling of relief that wiser counsel has 
apparently prevailed in regard to the nation’s 
finances. Last April we had a budget framed 
to eliminate any inflationary element in the 
finances of the State. Not only was it designed 
to balance but it produced a new feature in 
providing a large genuine surplus in order to 


exact a tuil measure i Savings trom the com- 
munity Since then increasing emphasis has 
been laid on the need to achieve equilibrium 


in our internal activities and in our external 


lealings, as neither can be considered indepen- 
i ly While th ilationar ressure has 
not been eliminated there is no doubt there 
has been an improvement 
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must hope for a still wider and more general 
appreciation of this truth. For the moment 
we are not living within our means since our 
own efforts are being supplemented by what is 
popularly known as Marshall aid. There has, 
however, been a great improvement during 
the present year in our balance of trade pay- 
ments. For the year 1947 the deficit was £630 
millions. Treasury figures issued in September 
showed that the deficit was running at the 
rate of about £280 millions a year and the 
Chancellor has ventured the prophecy that by 
i952, when Marshall aid comes to an end, we 
shall be able to achieve a balance of our trade 
without any extraordinary external assistance. 
[his prophecy, and it can be no more than 
that, has now been incorporated in the four- 
year plan for this country submitted to the 
Organisation for European Economic Co- 
yperation. The plan admittedly is only a 
summation of aims and poseiniities which can 
be furthered but not ensured by Government 
policy. A fundamental condition for its fulfil- 
ment is rising productivity to form the basis 
for a large export trade as well as expansion in 
invisible earnings and the investment pro- 
gramme. Ultimately it aims at improvement 
in the standard of living. But to attain a mere 
balance of trade in 1952 still leaves unsolved 
the problem of the re pe 1yment of our immense 
external debt and makes no allowance for the 
improvement of our present attentuated stan- 
dard of life. Consequently, the magnitude of 
our task needs emphasis. it needs particular 
emphasis since, as the official document itself 
admits, the difficulties of the present economic 
position do not present themselves in an 
obvious form to the British public to whom a 
grave crisis in economic affairs seems remote 
and unreal. 


Notwithstanding the flood of information, 
warnings and exhortations, the danger is not 
realised by masses of the people upon whos« 
efforts, in production and in saving, will ulti- 
mately rest the issue of whether we shall as a 
nation surmount, in a satisfactory manner, the 
enormous damage and impoverishment caused 
by the war. To quote the White Paper om. 
unemployment is barely noticeable ; industry 
is finding it easy to make profits ; wages are 
relatively high and the necessities of life are 
more fairly distributed. There is therefore little 
to demonstrate to them in a practical way that 
we are only maintaining present standards by 
the generous assistance of North America. 


STRAIN ON NATION’S RESOURCES 


The Chancellor has had repeated occasion to 
declare that there is no margin to-day for any 
increase either in consumption or in the rate 
at which capital assets are being created. Over 
the next four years he has forecast an annual 
expenditure of {2,000 millions per annum on 
capital assets re garde d as essential for replace- 
ment and for the rehabilitation and develop- 
ment of our economy. The burden of taxation 
necessary to support the existing weight of 
Government expenditure and to combat infla- 
tion makes it virtually impossible for private 


individuals, who formerly provided a large 
portion of the country’s capital requirements, 
to save out of income. It + therefore become 
necessary to impose a policy of forced saving, 
through the Budget surplus, to augment the 
savings of industry for this purpose. The duty 
of abstention has had to be imposed upon 
practically all sections of the community and 
this explains why revenue to a record amount 
has to be exacted by a formidable range of 
direct and indirect taxes. There is no imme- 
diate escape from this grim fiscal pressure or 
the people at large 


OBSOLESCENCE AND DEPRECIATION 


Unfortunately, these burdens complicate the 
problem in a way that may prevent rather than 
facilitate a solution. There is an adverse effect 
not only upon the incentive and ability to 
save, but also upon the incentive and ability 
to produce. 


It has become clear in the past year that the 
financial resources of many businesses are 
inadequate to provide sufhicient working capital 
and fixed capital at present prices. I emphasis¢ 
at present prices because we are now experi- 
encing the aftermath of inflation, a process 
which surreptitiously eats into capital and only 
reveals its ravages in the course of time. It is 
doubtful if the revenue authorities have ever 
made sufficient allowance for the requirements 
of capital depreciation and obsolescence in 
a progressive economy. Present allowances are 
certainly insufficient and do not take into 
account the adjustments that have to be made 
and the additional provisions that ought to be 
set aside in a period of inflation. In such a 
period income-tax, sur-tax and profits tax not 
only impinge heavily upon genuine revenue 
but encroach on what should be the inalienable 
capital of concerns. The process is manifest 
in the sphere both of working capital and fixed 
capital 


In the case of working capital, inflation, and 
still more suppressed inflation, tends to dissi- 
pate such capital by running down stocks 
Only when the time comes to replenish these 
stocks at higher prices is it made evident that 
jull replacement value has not been provided 
out of earnings. In the case of fixed capital 
the recognition tends to be still longer delayed, a 
since only when the equipment is physic ally 
renewed or replaced does the actual new cost 
become a financial reality. As bankers we are 
made aware of these problems by the nature 
of the demands upon us for loans and advances 
Our role in respect of the provision of working 
capital is well known ; it is not always appre- 
ciated that it is not the function of the deposit 
banks to provide the long-term finance for 
fixed capital. This problem of securing an 
adequate flow of long-term savings is perhaps 
the most serious confronting the nation to-day 





PRESENT FISCAL POLICY MAY BE 
UNTENABLE 


If we continue on the present lines, some 
thing like 40 per cent. of the country’s savings 
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may come to be represented by forced saving. 
It is doubtful whether such an arrangement 
could be maintained because of its artificiality. 
But, if it could, it would be the subject of the 
following serious weaknesses. 


Firstly, it would be a tacit admission that 
taxation, when it exceeds the amount required 
for Government services, is no longer a redistri- 
bution of income. Only a part of what is col- 
lected from the higher income groups can be 
passed on, since the Government is to perform 
the saving hitherto furnished by these groups. 
The disappointment engendered by this limited 
result will constitute a standing temptation to 
governments to encroach upon the budget sur- 
plus and so defeat its purpose. There are signs 
that this is happening already. Food subsidies 
and social services are out-running the original 
estimates. 


Secondly, the canalisation of a large propor- 
tion of national savings into the hands of the 
Government may lead to over-investment in 
Government projects to the detriment of 
private investment and private initiative when 
these might be of greater national advantage. 


Thirdly, even if a budget surplus be applied 
to the orthodox object of debt redemption, the 
funds so released can find their way into indus- 
trial investment only in the form of new equity 
or loan capital. This is by no means the 
equivalent of the spontaneous re-investment 
of its own savings by industry itself and is at 
best a costly substitute. 





Reserve Fund 


| Capital paid up 
| Loss Account) 


banks in the British Isles 


Balances with banks abroad ... 
Treasury Bills ... 

Treasury Deposit Receipts 
Bills discounted 

Investments 


Trade Investments 
Bank Premises 


HEAD OFFICE: 








MARTINS BANK 


LIMITED 


STATEMENT OF ACCOUNTS, 3list December, 1948 
LIABILITIES: 


Current, deposit and other accounts (including Profit and 


Acceptances and engagements ‘on account of ‘customers 


ASSETS 
Cash in hand and at Bank of England ‘ 
Balances with, and cheques in course of collection « on other 


Money at call and at short notice ... 


Advances to customers “and other accounts oss 


Liability of customers “for acceptances. and ‘engagements 


LONDON DISTRICT OFFICE: 68 LOMBARD ST.., E.C.3 
WATER STREET, LIVERPOOL, 2 


PARADOXICAL TAXATION 


Moreover, as I have noted, the system entails 
the indefinite continuation of very high rates 
of taxation, including forms which are inimical 
to the proper maintenance of business capital. 
To attempt to remedy by taxation the evil 
effects of taxation is a paradoxical process 
which I fear has more of novelty than of 
practicability in its conception. I am bound 
to suggest that a more practical, if less novel, 
alternative, is a considerable reduction in 
Government expenditure permitting an all- 
round alleviation in taxation. All the problems 
of the country have converged on to the single 
problem of increasing productivity at competi- 
tive prices. I ask that incentive should be 
restored to traders and managements without 
whose initiative we cannot succeed. I hope it 
will be possible to relax more controls in the 
coming year and to allow greater scope for 
merchants in their world wide functions of 
buying and selling through normal trade chan- 
nels. [ do not believe that the virtue has gone 
out of our country and I gladly testify to the 
progress that was made in the year under 
review, but a greater effort is required from 
the whole community if we are to re-establish 
ourselves as a great and prosperous nation 
This can be achieved without any surrender 
of the gains in leisure and in working amenities 
that have already been won. It can be achieved 
within the compass of present working hours, 
but only if a full measure of effort is contri- 
buted by all the participants in public and 
private service. 






£4,160,042 
4,260,042 


288,785,329 
23,644,444 











£320,849,857 









£24,695,249 


14,184,171 
27,036,000 
533,759 
26,500,000 
64,000,000 
2:780,837 
69,048,958 
65,065,148 
392.092 
2,969,199 
23,644,444 


£320,849,857 





























tails 
ates 
lical 
ital. 
evil 
CESS 
1 of 
yund 
vel, 
1 in 
all- 
lems 
ingle 
peti- 
i be 
hout 
pe it 
1 the 
> for 
iS of 
shan- 
gone 
> the 
nder 
from 
blish 
tion 
onder 
nities 
ieved 
ours, 
yntri- 
and 


139 


NATIONAL 
PROVINCIAL BANK 


ENORMOUS VOLUME OF GOVERNMENT 
EXPENDITURE 


CAPT. ©. CC. ERIC SMITH'S 
STATEMENT 


general meeting of the National Provincial 
Bank, Ltd., will be held on February 10 
at the head office, 15, Bishopsgate, London, 


E.C. 


The following is an extract from the state- 
ment of the chairman, Capt. E. C. Eric Smith, 
M.C., circulated with the report and accounts 
for the year to December 31, 1948 :— 


Te one hundred and sixteenth annual 


The liabilities of the banks on current and 
deposit accounts have never been so closely 
scrutinised as they are to-day. Froma domestic 
point of view rising deposits may indicate a 
healthy expansion in a bank’s activities. On 
the other hand, as most people have had reason 
to appreciate since the war, such a trend may 
mirror the effects of the policy of the Govern- 
ment. There has been a moderate increase in 
this item in our own books as compared with 
the figure a year ago, and the current, deposit 
and other accounts of the bank on December 31 
last amounted to £768,660,86r. 


Cash, money at short notice and bills dis- 
counted total £263,898,346, which gives a ratio 
to deposit liabilities of 34.3 per cent., a very 
satisfactory liquid position. An increase of 
Treasury deposit receipts from £166 million to 
£175 million is shown, giving a ratio to deposits 
of 22.8 per cent. as against 22 per cent. Invest- 
ments have been reduced by £12,407,363 to 
£147,942,323, while advances to customers and 
other accounts now stand at {196,227,349, an 
increase of {£11,066,853, giving a ratio to 
deposits of 25.5 per cent. 

The net profit for the year is £1,383,387, 
against £1,347,929 for the year 1947. The 
amount brought in trom the previous year is 
!379,294, making a total of {2,262,681 available 
on profit and loss account. 


The payment of an interim dividend of 74 
per cent. and a final dividend at the same rate 
will require £782,052. In addition, the following 
appropriations are recommended: To contin- 
gencies account 200,000, to reserve fund 
£500,000. After these allocations have been 
made, a balance of £780,629 will remain to be 
carried forward. 


=XPORT POSITION 
The export position is not unsatisfactory and 


tis time that some tribute was paid to those 
who are working continuously to maintain 


existing and to expand new markets. Appre- 
ciation of their efforts will not make them lie 
down on their jobs: their portion hitherto has 
more than frequently consisted of reproof for 
unattained ideals. Expansion must continue 
but achievement merits recognition. 


While we rely on the export trades to earn 
foreign currency, it is to such industries as 
agriculture and shipbuilding that we turn for 
its conservation. Here again, performance has 
been outstandingly good. Notwithstanding 
the vagaries of the weather in the one case and 
the caprices of steel allocation in the other 
production has expanded. In both industries 
there are natural fears about the rising costs 
of production. The contribution to our dolla: 
problem expected from agriculture over the 
next few years will not easily be found and 
will demand a high degree of determinatior 
and efficiency from all those connected witl 
the industry. There is no reason to suppos 
that these will not be forthcoming. 


GOVERNMENT EXPENDITURE 

One of our principal tribulations is the 
enormous volume of Government expenditure 
there appears to be no effort either to recognise 
it or to restrict it. The cost of subsidies and 
social services is for ever mounting. No one 
will question the desirability of social services, 
but they should be on a scale which the country 
can afford and their cost should not be the 
subject of optimistic estimates. As a recipient 
of aid from a foreign country it is hardly decent 
to aspire to a standard of living we cannot 
ourselves support. While foreign aid may not 
directly contribute to the cost of the social 
services and such benefits as the shorter 
working week and longer holidays, it is un- 
deniable that without it an even greater diver- 
sion of resources to the export trades would 
be necessary. To this extent our present 
standard of living is being indirectly subsidised 
by America. 

The bulk of the electorate is quite oblivious 
of the fact that social services must be paid 
for: it accepts them as a gift from its present 
rulers and ignores the fact that, with the 
assistance of America, it is paying for them 
itself. How many occupants of council houses 
while complaining of the amount of rent they 
have to pay, realise that that rent is but a 
portion of the economic rent and that the 
balance is paid by taxation and rates? A 
deflationary right hand remains in ignorance 
of, or ignores, the activities of an inflationary 
leit hand. 


NATIONALISATION 


The nationalisation of industry has proceeded 
steadily throughout the year, but it is clear 
that the technique of running nationalised 
industry has still to be learned. Every such 
industry that drops out of the true profit- 
earning category not only imposes an additional 
burden on those industries which remain within 
it, but also entails a loss of revenue which 
must be made good from other sources 





























































WESTMINSTER BANK 
LIMITED 





OF 





PAYMENTS 


PROBLEM 


PROGRESS MAD! BUI 


TANGIBLE 


rASK ONLY BEGUN 


rHE HON KUPEI KB} } 
HE annual general meeting of the Wes 
minster Bank, Ltd., will be held at tl 
head office, 41, Lothburv, London, E.( 
Febr i ( 


The following is a summarv of the statement 
The H Kupert E. Beckett, 
which has been circulate with the report and 
sccounts for the year to December 31, 1948 


f the chairmar 


It is my duty to record t during the past 
year we lost by death two « ur directors 
Sir Malcolm Hogg and the Hon. John Mul 





holli Both these gentlemen had rendered 
signal service to the bank—Sir Malcolm Hogg 
for 26 yea during which period he was a 
jeputy-chairmar 17 , and Mr 
Mulholland for 16 vears, having been chairman 
of our stati committe or the last four vears 


f his life. We great] 
these iseful and 


de pl re the loss of both 
lives We have 

| irector M P. 5 Harm 
C.M.G w! is well known it 
world as deputy-chairman of the 
Shipping C mpany 


appointed as a 
the shipping 
New Zealand 





¥ account and 
» on the year 
millions This increase demon- 
strates once again that the incidence of infla- 
tion is still making itself felt and I know is a 
matter of concern to the Treasury and to the 
t. The various channels into which 


ou will see that our current 


neces show an increas 


of some £453 


leposit Db 





Governr 
this incre 
deposit receipts, whicha 
(,overnment 
advances, up by {164 
hand, call money is down by /7 
bills discounted by £3} millions. 
again concern to the 





se has bee lirected are Treasury 


up by ¢224 millions, 


» Mw IONs, ana 





ecurities, up by ¢ 
millions ; on the other 
millions and 

he increase 


m advances, gives 


14 


} 





rreasury authorities, as producing a furthe: 
inflationary effect, but I am of opinion that 
the banks have not been guilty of stimulating 
this effect by making advances which may be 
regarded as outside the strict requirements o 
trade and industry. If we are to curtail legiti 
mate demands arisin ut of high prices o 
materials for stock and manufacture we sha 

1ot be doing our duty to the community 


WORKING 


RESULT OF YEAR'S 
the vear’s working of the bank has resulted 
£1,431,53 2 increase on th: 
revious year ot 440,450, and it 1s proposed t 
ical with this sum as disclosed in the directors 
report herewith. It will be noticed that in th 
ts as presented there is no allocation ir 
the profit and loss account to the officers 
pension fund, the bank’s contribution 
fund having been made before arriving at the 
net profit and loss figure. There is, howeve 
in amount of £300,000 to be added to the bank 
premises reinstatement and rebuilding account 
We have made some limited amount of pro- 
ss so far with rebuilding, and our experien 
ily proves that a very large outlay will be 
equir to meet the high costs involved ir 
rying out our full programme. Moreover 
1 order to provide suitable homes for our 
branch managers up and down the countr: 
have to incur the cost of house purcha 
considerable extent. 





a pi ht of 








to this 


lhe Ulster Bank, our affiliate in Ireland 
continues to make satisfactory progress, am 
the figures for 1948 show an increase both in 
money lodged and in advances: consequently 


With rezard to Westminster Foreign Bank 
} 





I can record a year of satisfactory trading and 
profits \lthough a comparison of sterling 
equivalents in the balance-sheet as at Decem 
ber 31, 1948, with those for the previous year 


shows an apparent diminution in the tota 
rent, deposit and other accounts, 
ading result, due to the change 
in the exchange rate for the French fran 
against the pound from 480 to 1062. Actua 


money in 


this is a m 










in the its as expressed in Frenct 


total of de po 


trancs there las been a substantial increase 1 


BALANCE OF PAYMENTS PROBLEM 


In the wider field of national affairs, the 


problem of the balance of payments is still the 
main difliculty confronting this country. It is 
gratifying to be able to record, therefore, that 
some tangible progress was made in this direc- 
tion during the past year. It looks as though 
our deficit on current trading for 1948 may be 
some {200-/250 millions, which would indicate 


a substantial improveme when compared 
with {630 millions in 1947. These figures 
however, neceal the extent f our trading 


deficit with the Western He misphe¢ re, which 
is our chief problem. Although here, tvo, there 
has been a marked improvement, a turther 
reduction of the deficit is stil] a main objective, 
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in view of the vital need to conserve our gold 
and dollar resources. It is satisfactory that the 
drain on these resources has now been reduced 
to a point at which it is roughly balanced by 
Marshall aid. 


While the volume of our imports last year 
remained at about 80 per cent. of the pre-war 
ievel, exports were expected to reach 136 per 
cent. of pre-war level, compared with 109 per 
cent. in 1947 \ welcome feature was the 
recovery shown in invisible earnings. 

We are still, however, only at the beginning 
of our task. Somehow we have to close the 
gap in our balance of payments. Within the 
next four years we have to free our economy 
from the need for gratuitous aid from outside 
and establish by our own efforts an adequate 
standard of living. 





PRODUCTIVITY OF LABOUR 

about the re-deployment 
of labour, so essential to further progress, the 
Government have relied during 1948 on the 
policy of ‘‘ disinflation’’. The intention was 
that by reducing the amount of money which 
the public had to spend on consumer goods 
some of the labour employed in their produc- 
tion would be released for more essential work. 
But the Government have not pressed their 
policy very far, and it is disappointing that 
more positive results have not yet appeared. 


In order to bring 





As regards the seconc 


to increase the total 
certain advantag 1 
total of the labour force and 
helped in the recent past i good 
results, but these advantages are cely to 
recur. The problem appears now as one of 
increasing output per man-hour or per man- 
year. 





great problem—how 
yume of production— 
crease in the 
I stocks, 














We may tackle the problem of the produc- 
tivity of labour along theee § lines: we e may call 
for a greater personal effort from the individual 
worker; we may look to manage ment for 
improved organisation ; and we may rely upon 
mechanical aid to strengthen the worker’s arm. 


As regards the first of these, many are doing 
fine job of work in accordance with the best 
traditions of the poages worker, but there are 
many who still fail to realise the gravity of the 
country’s plight pa how directly the outcome 
of the struggle depends upon their individual 
efforts. Spectacular results are claimed for 
improved organi some factorie Such 
cases may be exceptional, but they suggest 
that there is considerable further 
action along these lines. It is generally agreed 
that a good deal of re-equipment of industry 
is needed, and that we cannot do all we should 
like to do in this respect. The limit is set by 
the quantity of resources we are prepared to 
divert from present consumption to capital 
formation. The proper source of finance for 
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capital development is the voluntary saving 
of private persons and business firms, but such 
Saving is made difficult, and in many cases 


impossible, by the weight and incidence of 
taxation. 


DEVELOPMENTS UNDER E.R.P. 


We now have before us programmes of 
development for the period covered by 
American aid under the European Recovery 
Programme. The United Kingdom has pre- 
pared three programmes: for 1948-49, for 
1949-50, and for the four years to mid-19§2. 
Of these, the four-year programme attracts 
the greatest interest, since it points the way 
to the time when it is hoped that the country 
will stand on its own feet. It is not a plan or 
forecast but simply a broad statement of aims, 
and it still has to be fitted in with the pro- 
grammes of the other eighteen participating 
countries, to make one harmonious plan. 


The programme confirms much of what I 
have said. It stresses the paramount need for 
greatly expanded production, and sets produc- 
tion target-figures for all the major industries. 
In a number of cases—for example, in coal 
mining and in agriculture—these appear to 
have been pitched very high. The objective 
for exports, planned to rise from the current 
136 per cent. of the 1938 volume to 150 per 
cent. in the final year of the plan, appears 
more feasible. 


[he programme lays down admirable general 
principles, but there is little in it to indicate 
how they will be applied. How, for instance, 
is the necessary re-deployment of labour to be 
accomplished, and how, with initiative stifled 
and incentive lacking, is a powerful new 
stimulus to production to be imparted ? The 
Government now has the plain duty of pro- 
ducing positive and effective plans for the 
carrying out of what is, at present, but a paper 
programme. 

If we had only economic problems to solve, 
we should have difficulties enough to face. But 
there is another factor of a different sort. The 
spread of Communism, jeopardising world 
peace, threatens to impose upon us a heavy 
expenditure on re-armament as a precaution- 
ary measure. If this course were forced on us 
we should take it, but it would mean that all 
our plans would have to be recast. 


CALL FOR GREATER EFFORTS 


We enter 1949 encouraged by the progress 
we have made and with a clearer idea of the 
nature and magnitude of the task before us. 
That task will call for greater efforts than we 
have yet put forth. In performing it we shall 
not be unaided or alone. We have material 
support as well as understanding and sympathy 
from the Dominions. But our mainstay, and 
that of the other countries of the Western 
European group, is the aid so generously 
granted by the United States. If we and our 
neighbours in Europe can work together for 
the common good in the spirit of the European 
Recovery Plan, this year should see a great 
stride forward on the road to recovery and 
stability. 
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WESTMINSTER BANK LIMITED 
BALANCE SHEET 























Capita: £ £ 
Authorized: 7,500,000 Shares of £4 cach . a ‘ ‘ 30,000,000 
3,000,000 Shares of leach . ‘ ‘ . 3,000,000 
Issued: 
7,070,990 Shares of £4 each, £1 paid . ‘ . 7,070,990 
2,249,167 Shares of £1 each, fully paid, enmvened into Stock 2,249, 167 
9,320,157 
Reserve. ‘ “ ; . ‘ ; r 9,320,157 
Profit and on Balance eonted geune . ; ° P ‘ . : - 639,171 
19,279,485 
Current, Deposit and other Accounts, renee eemenate and 
Reserves for Contingencies ‘ ‘ 837,295,255 
Dividends payable Ist February 1949 (less jeune Tax) ° ‘ 427,329 
Balances in account with Subsidiary Companies . . 8,832,546 
Notes in circulation in the Isle of Man : i P : ° 19,434 
— 846,574,564 
Acceptances, Endorsements, and other Engagements on account of Customers ‘ 29,869,584 
NOTES :— 
|. The amount set aside for United Kingdom Income Tax is in respect of all 
profits to 31st December 1448. 
2. Assets and Liabilities in foreign currencies have been converted into Sterling 
at Official rates on 5lst December 1943. 
3. There are Contingent Liabilities of £ 1,296,172 for Uncalled Capital in respect 
of Trade Investments. 
R.E. BECKETT W. T. FORD, Chief Gefleral Manager Se 
ALDENHAM > Directors £895,723,633 
D. A. STIRLING } C. GREGORY, Chief Accountant ————_——— 
Dr PROFIT AND 
for the Year Ended 
£ £ 
Interim Dividend of 9 per cent (less Income Tax) on the £4 Shares _ 
paid in August, 1948 yj. 350,014 
Interim Dividend of 6} per cent (lea Income Tax) on the Stock _ 
paid in August, 1915 . 77,315 
a 427,329 
Additional appropriation to Bank and other Premises Account , ‘ 250,000 
Bank Premises Reinstatement and Rebuilding Account ; . 3 300,000 
Officers’ Pension Fund ; , —_ 
Further Dividend of 9 per cent (Jess Income Tax) coaking 18 per 
cent for the year on the £4 Shares 350,014 
Further Dividend of 6} per cent (less Income Tax) making 12% as 
per cent for the year on the Stock 77,315 
—_ 427,329 
Balance carried forward 31st December, 1948 ; , ; 639,171 
The total remuneration of Directors oamenned to:— 
Fees and other Emoluments as Directors £45,999 of which £44,249 was paid by 
Westmins ter Bank Limited. Pension in respect of past Management Services oa 
£4,625. £2,043,829 


AUDITORS’ REPORT TO THE MEMBERS 


We have obtained all the information and explanations which to the best of our knowledge and belief were 
necessary for the purposes of our audit. In our opinion proper books of account have been kept by the Bank so 
far as appears from our examination of those books at Lothbury, Lombard Street and Threadneedle Street 
and proper returns adequate for the purposes of our audit have been received from Branches which have not 
been visited by us. We have examined the above Balance Sheet and annexed Profit and Loss Account which 
are in agreement with the books of account at Lothbury, Lombard Street and Threadneedle Street and returns 
from the Branches. In our opinion and to the best oi our information and according to the explanations given 
to us the said accounts give the i a required by the C ~ompanies Act, 1948, in the manner so required 
for B ing Companies, and, he basis authorized therein, the Balance Sheet gives a true and fair view of 
the st the Bua "s affairs as at t 31st December, 1945 and the Profit and Loss Account gives a true and fair 
view of the proiit, ascertained in the manner therein indicated, for the year ended on that date. We have also 
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WESTMINSTER BANK LIMITED 











— 


3lst December 1948 


Current Assets: 
Coin, Bank Notes, and Balances with the Bank of England . 


Balances with, and Cheques in course of collection on other } Bente in Goose Site 


and Ireland 
Money at call and short notice . 
Bills Discounted : ; : 
Treasury Deposit Receipts . . ; > 
Investments: 
(a) Quoted—At less than market value: 
Securities of, or guar anteed by, the British Government 
(of which £1,237,368 nominal is iodged for Public 
Accounts and for the Note Issue in the Isle of Men) ‘ 
Securities of Dominion Governments . ‘ ; 
Other Investments ; = ? : > - 
(6) Unquoted—At, or under, cost: 
Securities of the States of Guemeaye and Jemsey one arenes Conpanations 
Other Investments ‘ 


Advances to Customers and other Accounts 
Currency Balances in account with a Subsidiary Company 
Ulster Bank Limited Dividend since declared 
Shares in Subsidiary Companies (at cost, Jess amounts ‘written off): 
Westminster Foreign Bank Limited: 
8,000 £20 Shares, fully paid } 
92,000 £20 Shares, £10 paid } 


Ulster Bank Limited: 200,000 £15 Shares, £5 paid 
Westminster Bank Executor & ° ee Company (Channel beat) Lea. 


100,000 £1 Shares, fully paid 
Nominee and Other Companies written down to nil. 


Trade Investments (at cost, Jess amounts written off): 
Fixed Assets: 
Bank and Other Premises at cost, /ess amounts written off and Reserves 


£ 
219,889,213 
1,301,262 
23,026 


1,088,500 
50,455 


165,187,099 
628,516 
49,500 








1,080,000 
1,912,500 
100,000 


Liability of Customers for Acceptances, Endorsements and other Engagements as per ‘contra 


LOSS ACCOUNT 
3ist December 1948 


Balance brought forward from 31st December 1947 


Profit for the year, after providing for Rebate and Taxation, ont after epproprietions to 
the credit of Reserves for Contingencies, out af which earn re been 


made for any diminution in value of current assets 


RE.BECKETT ) W. T. FORD, Chief General Manager 
ALDENHAM __ } Directors é 
D. A. STIRLING } C. GREGORY, Chief Accountant 





OF WESTMINSTER BANK LIMITED 





£ 
63,055,692 
41,193,129 
82,719,549 
79,153,614 
202,500,000 


223,052,396 


165,865,115 


3,092,500 
748,419 


4,473,635 
29,869, 584 


£895, 723, 633 


Cr. 


£ 
612,297 


1,431,532 





£2,043,829 





examined the Group Accounts comprising the audited Accounts of the Bank and its whally owned Subsi 
Companies, Westminster Foreigr 1 Bank Limited, Ulster Bank Limited and Westminster Bank Executor 
Trustee Company (Channel Islands) Limited, and the notes annexed theretp. In our opinion the cea 
Accounts have been properly prepared in accordance with the provisions of the Companies Act, 1948 and, on 
the basis authorized therein, give a true and fair view of the state of affairs and of the profit, ascertained in’ the 
manner therein indicated, of Westminster Bank Limited and its Subsidiaries dealt with by such Group Accounts. 


TURQUAND, YOUNGS, McAULIFFE & CO. ) 
» CHATTERIS & CO. Chartered 


PRICE, WATERHOUSE & CO | Accountant: 
Ss » TAYLOR & STEAD 


London, 14th January 1949. 
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NORTH OF SCOTLAND BANK 


(AFFILIATED WITH THE MIDLAND BANK) 


THE BANK’S 


CAPTAIN JOHN $ 


HE annual general mecting of the North 
of Scotland Bank Limited will be held on 
February 2 at Aberdeen. The following 


statement by the Chair- 
Allan, D.L After re- 
iffairs, the statement 


are extracts from the 
man, Captain John S$ 
viewing the Ban 
continued 


ota 

unk’s 
AGRICULTURE 

past I have emphasised the 

between the Bank and agriculture 


st industry in the world 


In the close 
relationship be 
-the oldest and greate 
It is a cont 


ction of considerable significan 
when one appreciates the pre-eminent position 


agriculture is called upon to fill in our economy 
at the present time. Not the least considera- 
tion to which those engaged in the agricultural 
industry are entitled in their endeavours 
attain this position is the proper appreciati 
by the general public of the problems confront 
ing the industry. The expansion of production 
is the primary need and at the present time it 
must be borne in mind that in Scotland, where 
the output per acre and per worker is already 
higher than in the majority of other countries 
and where the tillage area is more fully utilised, 
the opportunities are fewer of bringing more 
land into cultivation. Farming, however, is 
botb an art and a science and, while in Scotland 
the art of farming developed by generations of 
careful husbandry has reached the highest 
standard, further expansion will depend largely 
upon the application of modern science within 
the industry. 

Scotland has always kept in the forefront 
as a cattle-breeding country and during the 
past year has contributed to the industry an 
increase of 27,000 head of beef cattle. Of 
equal importance to the numerical strength of 
the Scottish herds is their quality and this 
factor, too, is receiving much attention. 

It has always been and will continue to be 
our policy to afford every assistance to the 
farming community, recognising as we do the 
periodic nature of its receipts and the incon- 
veniences it ~ 1y suffer from seasonal vagaries 
The farmer himself, however, must always feel 
concerned over the capital position and it is 
in this connection that I am constrained to 
utter a word of caution on the high prices and 
rents which tarms command to-day. From 
statistics which we have compiled it may be 
said that the average figure for stocking and 
equipping a farm amounts to no less than {£40 
per acre, more than four times the figure ruling 
just prior to the first world war. This figure 
takes no account of additional capital required 
for future development and consequently 
adequate returns must be earned to ensure a 
margin of profit to provide for capital replace- 
ments and for essential improvements. 

FISHING 

In the white fishing industry, the dangers of 
overfishing are ever present, although they were 
mitigated for a short period by the enforced 


PART IN 


SCOTTISH INDUSTRY 


ALLAN’S REVIEW 

underfishing of the war years. The effects 
have, however, again made themselves ap- 
parent in decreased catches this year and this 
lends force to the efforts at present being made 
to obtain international agreement on the 
limitation of fishing. 

The herring industry's problem is not one 
of avoiding scarcity but of utilising abundance 
and the act of the Herring Industry 
Board in devising and pursuing methods for 
disposing of the herring catch to the advantage 
both of the nation and the fishermen are to be 
commended. The continued prosperity of this 
industry should be a material factor in easing 
some of the most difficult Scottish economic 
problems, cially those confronting the 
Highlands and Islands. 

SCOTTISH INDUSTRIES 

Despite the welcome introduction of light 
into the development areas, the 
economy of Scotland continues to be based on 
agricuiture, fishing and the heavy industries of 
shipbuilding, engineering, coal, iron and steel. 

During the past year shipbuilders bave 
experienced many discouragements as a result 
of shortages of steel. Despite this the launchings 
at Scottish yards continue to be satisfactory. 

The achievements of the Scottish miners, 
too, bear favourable comparison with the 
previous year and, although it is encouraging 
exports of coal from Scotland 
have exceeded 1,250,000 tons against 870,000 
tons for the previous year, the tonnage ex- 
ported in 1948 will fall very much short of the 
6,250,000 tons exported in 1938. 


espe 


industries 


to know that 


In the iron and steel industry production 
records continue to be broken and the engineer- 
ing industry is working to capacity. 

BALANCE OF PAYMENTS 

Concentration on an increased volume of 
production and exports is the only means of 
closing the gap in our balance of payments. 
In the development of the export trade Scottish 
firms are playing an important part and more 
than ro per cent. of Scottish workers produce 
for export. Among the more important indus- 
tries which make a valuable contribution to 
the export trade in addition to the heavy in- 
dustries are chemicals, whisky, textiles, lino- 
leum, paper and printing, while an important 
invisible export is provided by the tourist 
industry. During the past year the Scottish 
Council (Development and Industry) issued 
a report on the export trade of Scotland which 
focused attention on the problem of the small 
manufacturer participating in the export drive. 
Undoubtedly, he can make a valuable con- 
tribution to the volume of exports. Our 
branch managers are equipped with the neces 
sary knowledge to assist manufacturers in such 
problems and many enquiries from both large 
and small firms have been dealt with by our 
Intelligence Department at Head Office and by 
our Foreign Branch in Glasgow. 








